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COMFTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20843

B-197999

To the President of the Senate and
Speaker of the House of Representatives

This report describes how Federal agencies, in financing
certain revolving fund credit programs, may legally borrow
from Treasury and non-Treasury sources more funds than indi-
cated by official budget document recordings of the budget
authority (for borrowings) for those programs. we make recom-
mendations to the Congress and th~ Director of the Office of
Management and Budget that would revise budget procedures
for such programs,

We undertook the review after preliminary work revealed
that Federal agencies' borrowings from the Treasury since 1932
have greatly exceeded recorded borrowing authorizations in
Treasury's published records. Over fiscal years 1332-79,
recorded authorizations totaled about $232 billion, while
total actual borrowings came to about $460 billion--almost
twice the amount of recorded authorizations.

Copies of the report aire being sent tc the Director of
the Office of Management and Budget, the case study Federal
agencies that would be affected by the recommendations, the
Director of the Congressional Budget Jffice, and the congres-
sional Committees on the B8udget and Committees on Appgropria-
tions.

Acn /

Comptroller General
of the United States



COMPTROLLER GLNERAL'S SPENDING AUTHORITY RECORDINGS

REPORT TO THE CONGRESS IN CERTAIN RE'OLVING FUNDS
IMPAIR CONGRESSIONAL BUDGET
CONTROL

— - w— ——— o -

Program administrators use "budget authority"
to borrow amounts from Treasury or non-
Treasury sources to finance their revolving
fund loan programs. In some cases, this
authority--"borrowing authority"--represents
authorized net borrowings (gross borrowings
less repayments) rather than authorized

gross borrowings, /see p. 3.)

BORROWINGS EXCEED RECORDED AUTHORITY

As a consequence of the netting procedure,

a program's total (gross) borrowings in a
fiscal year can easily exceed its recorded
borrowing authority for the year. Further-
more, this gap between the authority recorded
in the budget and total borrowings can in-
crease in succeeding years as recordings of
borrowing authority are used for several
cycles of borrowings--rolled over. Over
fiscal years 1932-79, Government-wide re-
corded authorizations for borrowings from
Treasury totaled about $232 billion, while
total actual borrowings from Treasury came

to about 5460 billion--almost twice the
amount of recorded authorizations. (See p. 4.)

There were programs in 22 accounts spanning
12 Federal departments and independent agen-
cies in fiscal year 1979 which had followed
the netting procedure in their borrowings
from both Treasury and non-Treasury sources.
These programs had outstanding borrowings
from Treasury (September 30, 1979) totaling
about $96 billion. (See p. 13.)

CONGRESSIONAL BUDGETARY CONTROL SUFFERS3
UNDER THE NETTING PROCEDURE

GAO believes that the Congress' budgetary
control, including annual controls on pro-
gram and aggregate budget authority amounts,
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sufers when budget authority recordings for
revolving fund loan programs express author-
ized net borrowings, for several reasons.

First, net-based recordings of borrowing
authority do not disclose the full amount--
waich they should--of obligational authority
made available through authorized borrow-
ings. Each borrowing adds obligational
authority, and r-payments on borrowings
during a year should not be used to obscure
the obligational authority made available by
one Oor more new borrowings in the same year.
Congressional attempts to control obliga-
tional authority by acting on net-based
borrowing authority will not completely con-
trol actual obligational authority levels,
and tesult in budget totals that provide a
distorted picture of the obligational author-
ity provided through borrowing authority.
(See p. 22.)

Second., use of net-based borrowing authority
amounts lessens budgetary consisteny, there-
by complicating the budgetary process and
making it more difficult for the Congress to
set priorities and make comparisons among
programs, GAO notes that budget authority
recordings and totals for programs financed
with appropriations represent 3ross, not net,
funds. (See p. 24.)

Also, there are several programs in the bud-
get in which borrowing authority recordings
represent authorized gross borrowings, not
net. Therefore, use of net-based borrowing
authority recordings and figures interjects
inconsistency into budget amounts. This in-
consistency also applies to the amounts and
and totals :n the Congressional Budget
Office's budget "scorekeeping" reports. It
is difficult for the Congress to set prior-
ities among programs and achieve the intended
results if programs'funding levels are con-
puted under different rules. (See p. 27.)

Third, net-based borrowing authotity often
entails "backdoor spending.” GAO believes
that the Congress' budgetary control is

weakened when agencies may conduct several
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cycles of borrowings in the absence of new
congressional authorizations. It is GAO's
position that the public interest is best
served when congressional control over
Federal activities and funding levels,
including borrowings, is exercised through
periodic reviews and affirmative action in
the appropriations process. (See p. 27.)

GROSS-BASED BORRCWING AUTHORITY
IMPROVEMENT MIGHT NOT GO FAR ENOUGH

Conversion to gross-based borrowing au: hor-
ity in revolving fund loan programs would
result in budget authority recordings that
express more fully the obligational author-
ity made available through borrowings.
However, such gross recordings, plus any
other recordings under current procedures
(appropriations, contract authority), still
might not fully express total) obligational
authority made available. Total obligational
authority in these revolving fund programs
also includes (besides authority derived from
borrowings, appropriations, etc.) the col=-
lections made available through the cycle of
program operations and assorted fire~ncing
mechanisms (sale of assets, etc.). dudget
authority recordings in these cases should
encompass the authority to obligate funds
whatever their source, including collections
from program operations., (See p. 30.)

RECOMMENDATIONS

The Director of OMB should revise the way

the definition of budget authority is applied
to revolving fund loan programs so that
budget authority for these programs is the
amount of gross obligatione, or gross losan
obligations, authorized to be made. (See p. 36.

The Congress, in reviewing revolving fund
loan programs, should place specific limits
on the gross obligations, or gross loan
obligations, authorized to be made, and
require that such limits be treated as

the relevant budget authority amcunts.

(See p. 36.)
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AGENCY COMMENTS

OMB and Treasury disagree with GAO's posi-
tion that budget authority for revolving
fund loanh programs should express the amount
of gross obligations, or gross loan obliga=-
tions, authorized to be made, Officials of
OMB agree, however, that the Congrese should
place limits on obligations in revolving
fund loan programs, and agree that conver-
sion to gross-based borrowing authority
(instead of net-based) for certain types of
revolving fund programs would be an improve-
ment. The agencies' comments including
certain technical objections, are discussed
in appendixes VI and VII. GAO also dis-
cussed techaical aspects of the draft report
with the case study agencies (see appendixes
I, IV, and VIII).

GAO still concludes that its recommended
changes are needed, and that the report's
technical discussions are accurate.

iv



Contents

o e oy -y - . e

DIGEST
CHAPTER

1 INTRODUCTION
The significance of budget authcrity
Qur review of borrowing authority

2 THE BUDGET TREATMENT OF BORROWING AUTHORITY

Borrowings provide sizable budgetary
resources

Two kinds of borrowing authority
recordings: net and gross

Net borrowing authority understates
authorized borrowings

The gross basis~-borrowings are
matched by borrowing authority

3 IMPI.TCATIONS FOR CONGRESSIONAL CONTROL

Netting does not fully disclose new
obligational authority

Netting lessens budgetary consistency

Net-based borrowing authority often
entails "backdoor" spending

Discussion of OMB reasons for using
the netting procedure

Gross-based borrowing authority,
though an improvement, might not
fully express new obligational
authority

Conclusions

Recommendation to the Director, OMB

Recommendation to the Congress

Agency comments

APPENDIX
I Listing of case study programs and accounts

I1 Supplemental material on the netting basis
for computing horrowing authority

111 Borrowing authority for the Department of
Housing and Urban Development's Special
Assistance Functions Fund--Borrowings
from Treasury

Page

18
21

22
24

27

28

30
32
36
36
37

38

39

58



APPENDIX

v

A

VII

VIII

BLIF
CBI
CBO
Eximbank
FWNMA
GAO
GNMA
HUD
OMB
PC
REA

RETRF

RHIF
SBA

USDA

Page

Supplemental marzrial from case studies

of programs wi '\ gross-based borrow)ng

authority 68
Agencies that provided written responses 85
Comments of the Office of Management and

Budget, and GAO response 86
Comments of the Department of the

Treasury, and GAO response 99
Comments of the Rural Electrificarion

Administration, and GAO response 103

ABBREVIATIONS

Business Loan Investment Fund
Certificate of Beneficial Interest
Certificate of Beneficial Ownership
Export-Import Bank of the United States
Federal National Mortgage Association
General Accounting Office

Government National Mortgage Association
Department of Housing and Urban Development
Office of Management and Budget
Participation Certificate

Rural Electrification Administration

Rural Electrification and Telephone Revolving
Fund

Rural Housing Insurance Fund
Smal]l Business Administration

United States Department of Agriculture




CHAPTER 1

INTRODUCTION

THE SIGNIFICANCE OF BUDGET AUTHORITY

With passace of the Congressional Budget Act of 1974
(Public Law 93-344, Title I-IX), the Congress undertook to
improve its control over the Federal budget. The 1974 act
and implementing ections established several new congres-
sional budgetary processes to carry out this objective,
including annual passage of the first and second concurient
resolutions on the budget setting targets or ceilings on
outlays and budget authority. "Budget authority” is defined
in law (31 U.S.C. 1302) as:

"+ * * aythority provided by law to enter into ob-
ligations which will result in immediate or future
ouctlays involving Government funds * * * = 1/

The authority to enter into obligations now exists in
three principal forms: appropriations, contract authority,
and borrowing authority. 2/ Furthermore, as used by the
Congress and the executive branch, budget authority generally
is the new, or additionel, obligational authority which is
made available to a program in a given fiscal vear. 3/

l/See "Terms Used in the Budgetary Process," U.S. General
Accounting Office, PAD-77-9, July 1977, p. 6.

2/1Ibid., pp. 3, 6, 10. Essentially, an "appropriation” (the
most common form of budget authority) provides authority
to obligate and expend government funds. "Contract author-
ity" provides authority to obligate in excess of funds
available for expenditure, with subsequent expenditure to
come from an "appropriation to liquidate contract authority"
or, in the case of revolving funds, from fund receipts.
In "borrowiny authority,"” there is authority to obligate
and expend borrowed funds.

3/Statutory provisions permit some programs' budget accounts
to carry forward (with or without fiscal year limits)
balances .f prior year budget authority, or use receipts
from revolving operations. In such cases, budget author=-
ity is only one source of obligational authority in a
fiscal year.



OUR REVIEW OF BORROWING AUTHORITY

This report concerns one type of new budget authority,
i.e., borrowing authority. The President's budget, prepared
in accordance with procedures established by the Office of
Management and Budget (OMB), records borrowing authority
amounts in the budget for programs authorized by law to bor-
row from Treasury or non-Treasury sources. These recordings
express levels of authorized borrowings.

In some cases, the borrowing authority recorded in the
budget express a total (gross) amount of funds that may be
borrowed. In other cases, however, the recordings do not
express such a total, owing to features of the authorizing
legislation (discussed in chapter 2).

An example of borrowing authority which does not repre-
sent the total of funds which may be borrowed concerns the
Export-Import Bank of the United States ("Eximbank"}. 1In the
budget over fiscal years 1946-79 there were borrowing author-
ity recordings of about $6 billion to express the Eximbaik's
authority for borrowings from Treasury; during which time
the Eximbank's borrowings from Treasury actually totaled
about $31 billioun, or about $25 billion more than recorded
borrowing authority. The difference represents essentially
amounts that were repaid and subsequently reborrowed.

We felt that such procedures for recording borrowing
authority, while legal and in accordance with budgetary con-
ventions, raised serious budgetary policy issues warranting
further study. This report summarizes our study and presents
recommendations to OMB and the Congress for changing the pro-
cedures to produce more consistent and meaningful budgetary
amounts.

As part of our study, we conducted case studies of bor-
rowing authovity recordings in the budget for programs in
seven budget accounts. We selected accounts with significaont
levels of borrowings and repayments over a number of years.

In three of the accounts, borrowing authority recordings have
represented the total (gross) amount of borrowings which may
be borrowed; while in the remaining four a.~counts, there have
been recordings that meant something else (most often, author-
ized net borrowings). These case studies are listed in
appendix I. Appendixes II, III, and IV contain some supple-
mentary discussions and amounts pertaining to the case
studies. OMB, Treasury, and Rural Electrification Administra-
tion (the only case study agency to respond in writing as well
as orally) comments on the report along with our responses are
presented in appendixes VI, VII, and VIII. The figures used
in this report are unverified amounts provided by executive
branch anencies.



CHAPTER 2

THE BUDGET TREATMENT OF BORROWING AUTHORITY

BORROWINGS PROVIDE_SIZABLE
BUDGETARY RESOURCES

U.S5. Government departments and agencies borrow directly
from both Treasury and non-Treasury sources to fund their
programs &and activities. Many of the programs using borrowed
funds are Federal credit programs (direct loans and loan
guarantees). Borrowings from both Treasury and 1 n-Treasury
sources involve significant sums o money. At the end of fis-
cal year 1979, there were outstand .g borrowings from the
Treasury totaling about $106 billion, 1/ providing funding
for programs in 30 budget accounts spanning l2 Federal depart-
ments and independent agencies. Borrowings for the year were
about $60 billion. 2/

Borrowing from non-Treasury sources was also a signif-
icant source of funds for Federal departments and agencies.
Outstanding borrowings from non-Treasury sources, I-cluding
the Federal Financing Bank, 3/ totaled approximately f21
billion at the ond of fiscal year 1979. Borrowinis from non-
Treasury sources during the year werc about $2 biilior.

TWO KINDS OF BORROWING AUTHORITY
RECORDINGS: NET AND GROSS

Instructions issued by OMB set policy on how “"borrowing
auchority" 4/ amounts are to be recorded in the budget for
accounts whose programs are funded (at least in part) with
borrowings. These recordings express levels of borrowings
authorized by law. In some cases, e.g., where a statute

1/Excludes about $6 billion in Treasury advances as subscrip-
tions to capital stock and credit to the United Kingdom.

2/Borrowings from Treasury are borrowings of Treasury's public
debt receipts, which are funds realized from the Treasury
Department sale to investors of public debt securities.

3/Although it is administered by the Treasury Department and
receives its funds by borrowing from Treasury, the Federal
Financing Bank is treated as a non-Treasury, off--budget
governmer.tal enterprise.

4/Also termed in the budget as "authority to spend debt
receipts.”
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authorizing borrowings does not contain a dollar limit on
borrowings (an "indefinite" authorization)--the amount to be
recorded is determined by budgetary conventions. In these
instances, the amount recorded as borrowing authority would
represent essentially the increase in the amount of authorized
outstanding borrowings from the beginning to the end of the
year. 1/

In these and some other cases (see p. 5), normal bud-
getary practice is to make the borrowing authority recordings
essentlally represent levels of authorized net borrowings,
i.e., borrowings less repayments. 1In other cases, however,
the amounts recorded in the budget represant authorized gross
borrowings (see p. 18).

“NET" BORROWING AUTHORITY
UNDERSTATES AUTHORIZED BORROWINGS

The policy of having borrowing authority recordings for
several programs express levels of authorized ne+ borrowings,
rather than gross borrowings, results in budget recordings
that do not fully disclose the total amount of borrowings
that may occur. Total borrowings for these programs often
exceed recorded borrowing authority.

Borrowings from Treasury exceed
recorded authority by $228 billion

Because of the netting procedure, total agency borrow-
ings from Treasury in recent years have exceeded recorded
borrowing authorizations by a significant amount. Treasury
Department records show that during fiscal years 1932-79,

1/Until recently, the budget convention for dealing with this

situation was actually somewhat more complex. 1In a case

of indefinite borrowing authority where the amount of out-
sctanding borrowings ‘moves up and down over time (e.g., rises
in one year and declines in the next, etc.), the convention
would have required budget authority to be recorded only

to the extent that the sum of year end outstanding borrow-
ings plus uncovered obligations exceeded the comparable

sum in any previous year. This additional complexity was
eliminated in revised instructions by OMB in 1977. For a
more complete discussion of this matter, see appendix II.



borrowina authorizations 1/ totaled about $232 billion 2/
while borrowings came to about $4€0 billion--twice the amount
of recorded authorizations.

Not only have borrowings from Treasury exceeded recorded
borrowing authorizations, but elso the trend shows an in-
creasing gap between recorded amounts authorized and actual
borrowings. Figure 1 shows this trend. In fiscal year 1957,
cumulative borrowings had exceeded cumulative recorded author-
izations (since 1932) by about $1 billicn; while by the end
of fiscal year 1979, borrowings had excezded recorded author-
izations by about $228 billiocn.

Partial information indicates that borrowings from non-
Treasury sources may also have exceeded recorded borrowing
author-zations. 3/

Thus, borrowing authority recorded under the netting pro-
cedure significantly understates the extent of actual author-
ized borrowings. We do not suggest that these amounts were
borrowed and spent illegally. Rather, we believe that the
practice lessens the mezning of the "borrowing authority"
amounts in the budget and could impair effective congressional
control over the budget (discussed in greater detail in
chapter 3).

1/Treasury records sometimes use the term "borrewing author-
izuation" r++her than the OMB term, "borrowing authority."
Our partial check cof the amounts show=2d that those listed
by Treasury as borrowing authorization amounits largely cor-
responded to borrowing authority amounts in the budget.
In the sample years checked, the borrowing authority totals
never exceeded the borrowing authorization totals.

2/Represents total cumulative authorizations unadjusted for
periodic decreases (approximately $37 billion over fiscal
years 1932-79).

3/Information is not readily available on cumulative author-
izations and borrowings concerning non-Treasury sources for
the fiscal years 1932-79 period. However, partial informa-
tion shows the existence of a netting procedure used for
several accounts (see p. 13), and the distinct possibility
that borrowings have exceeded authorizations. In the tiscal
years 1973-79 period alone, Treasury Department records
show agency repayments (on borrowings from non-Treasury
sources) under the netting procedure of abocut $30 billion,
identified as repayments that "restored" old borrowing
authorizations for additional borrowings. The importance
of "restoring" repayments under the netting procedure
is discussed on p. 9.
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The netting procedure is used
for two kinds of programs

The netting procedure is used in calculating and record-
ing borrowing authority for two kinds of programs:

--programs whose statutory authorizations for borrow-
ings contain no dollar limits on borrowings (indefinite

authorizations);

--programs whose statutory authorizations contain dollar
limits on "outstanding" borrowings.

An example of an indefinite authorization is seen in
the following statutory provision authorizing the Secretary
of the Department of Agriculture to borrow Treasury funds
for the programs in the Rural Housing Insurance Fund (42

U.S.C. 1487(h)):

"The Secretary is authorized to issue notes to the
Secretary of the Treasury tc obtain funds necessary
for discharging obligations under this section and
for authorized expenditures out of the fund, * * *,
Such notes shall be in such form and denominations
and have such maturities and be subject to such
terms and conditions as may be prescribed by the
Secretary with the approval of the Secretary of the
Treasury. * * * The Secretary of the Treasury is
authorized and directed to purchase any notes of
the Secretary issued hereunder."

An example of an authorization with a dollar limit on
"outstanding” borrowings is found in legislation authorizing
the Eximbank to borrow from Treasury (12 U.S.C. 635d):

"The Export-Import Bank of the United States is
authorized to issue from time to time for purchases
by the Secretary of the Treasury its notes, deben-
tures; bonds, or other obligations; but the aggre-
gate amounts of such obligations outstanding at any
one time shall not exceed $6 billion."

The basic netting precedure for these two kinds of
authorizations is illustrated in table 1. Two sets of figures
are shown for the two kinds of authorizations. For ease of
illustration, the figures in the table pertain to a hypothe-
tical first year of borrowing activity (no carryover balances

involved).



It is seen that in each illustrative example, the amount
of recorded borrowing authority represents a level of author-
ized net borrowings for the year--either, essentially, actual
net borrowings (program #1), or a statutory dollar limit on
outstanding borrowings (program #2). 1/ In both cases total
borrowings for the year exceeded recorded borrowing authority.

Table 1

Illustrative Examples of Net Basis of Borrowing
Authority--First Year of Borrowing Activity

Program #2--
$150 million

Program #1l1-- statutory limit
no statutory on outstanding
dollar limit borrowings

Statutory limit on out-
standing borrowings from
Treasury N/A $ 150,000

Gross borrowings from
Treasury $ 200,000 200,000

Less gross repayments to
Treasury -170,000 -170,000

Net borrowings from
Treasury (borrowings

cutstanding) 30,000 30,000
Plus uncovered obligations

end of year a/ 5,000 5,000
Borrowing authority used 35,000 35,000

BORROWING AUTHORITY
RECORDED IN THE BUDGET $ 35,000 $ 35,000

a/Unpaid obligations at year's end in excess of cash balances
available (or assxgned) for paying those obligations. Bor-
rowing authority is needed to cover these unpaid obligations.

1/The netting procedure applied to the programs in HUD's
Special Assistance Functions Fund has been anomalous, comm-
bining features from both programs #1 and #2 in table 1.

See appendix III.



Rollover has increased the gap
between authority and borrowings

Not only may total borrowings exceed recorded borrowing
authority in a given year under the basic netting procedure,
but this gap can increase in succeeding years. "Rollover"
(discussed below) is an important factor.

Rollover in programs with statutory
Timits on outstanding borrowings

In programs with statutory limits on outstanding bor-
rowings, the netting procedure entails counting agency repay-
ments of their borrowings as repayments which rollover, or
restore, previously recorded borrowing authority, making the
old authority available for another cycle of borrowings. The
agency may use this rolled over authority instead of recording
new borrowing authority to make additional borrowings. 1/

Changing rollover in programs
with indefinite authorizations

A similar rollcver procedure has been followed in pro-
grams with indefinite authorizations. However, OMB has
recently adopted a new policy (only partly implemented--see
p. 11) designed to eliminate rollover in such programs while
still retaining the basic netting procedure. OMB officials
state that the new policy was first adopted for use in devel-
oping the fiscal year 1979 budget, instructing agencies to
match their repayments on prior year borrowings with permanent
lapses ("redemption of debt") of previously recorded borrowing
authority. 2/

1/For programs with statutory limits on "outstanding" borrow-=
ings, additional borrowing authority recordings are made
when the legislation is amended increasing the limits. See
p. 49, appendix 1I, for a case study example.

2/The applicable OMB Circular A-11 provision (section 32.4,
June 29, 1977) provided for line #31.00 entries in budget
schedules to be captioned "Redemption of debt," defined as
"amount of repayments for redemption of debt (e.g., partici-
pation certificates) where borrowing authority does not
revolve. Include repayments of debt issued under permanent
indefinite borrowing authority." The following year's Cir-
cular A-11 (May 25, 1978) added vk * * and withdrawals of
balances of previously obligated permanent indefinite
authority to borrow when other budgetary resources are sub-
stituted” to the definition of redemption amounts. The
definition was not changed in the 1979 Circular A-11l.

9



Because the new procedure, when implemented, will pre-
vent the buildup of unused authority (as repayments are made)
available to cover new borrowings, more fregquent recordings
of borrowing authority wil) be required. 1/ While this can
vlow any growth of a gap between borrowing authority record-
ings and total boirowings in programs with indefinite author-
izations, it will not eliminate that growth, because the basic
netting procedure for recording borrowing authority will
remain.

OMB officials state that the new policy was adopted as
a result of their recent analysis of the budget treatment
of revolving funds--an analysis prompted, they state, by a
GAO report on revolving fund budget matters. 2/ They also
state that the main reason they adopted the nonrollover golicy
was their desire to reduce large amounts of unobligated bal-
ances in the budget accounts. 3/

1/Concerning programs with indefinite authorizations, the
netting, rollover procedure that was in effect through the
fiscal vear 1978 budget, and still in effect in some cases
(see discussion on p. 11), entailed additional recordings
of torrowing authority when the year-end sum of (1) cumula-
tive net borrowings (i.e., the year-end balance of out-
standing borrowings) plus (2) unpaid obligations not covered
by cash balarices exceeded the total of previously recorded
borrowing authoritv., According to OMB officials, the new
policy designed to curtail rollover requires recordings
in a given year to match the year's obligations for which
other budgetary resources (collections, etc.) are not avail-
able or applied. See p. 40, appendix II, for an illustra-
tion of rollover and further discussion. An exception to
the basic netting procedure for recording borrowing author-
ity in programs with indefinite authorizations was seen,
until changes in the budget for 1981, in programs in HUD's
Special Assistance Functions Fund. See appendix III.

2/See "Revolving Funds: Full Disclosure Needed for Better
Congressional Control," U.S. General Accounting Office,
PAD-77-25, August 30, 1979.

3/Following Federal Government obligations and outlays "short-
falls" in the latter part of the 1970s and tle buildup in
unobl igated balances of budget authority, several congres-
sional members expressed concern over the magnitude of un-
obligated balances. This led to GAO studies of the subject.
See "Analysis of Department of Defense Unobligated Budget
Authority," U.S. General Accounting Office, PAD-78-34, Jan.
13, 1978, &nd "An Overview of Unobligated Balance in Civil
Agencies," U.S. General Accounting Office, PAD-78-48, April
1978.
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The new OMB policy does not arply to programs operating
under a statutory dollar limit on outstanding borrowings., 1/
- In their comments on this report, however, OMB officials
stated their interest in possibly applying non-netting and
nonrollover procedures to such programs (see p. 91).

New OMB nonrollover policy
not fully implemented

We have not been able to determine the extent to which
the new OMB nonrollover policy has been implemented through-
out the Government, Authority for programs has permanently
lapsed in one case study account, the Department of Agricul-
ture's Rural Electrification and Telephone Revolving Fund, 2/
but the policy had not been implemented by the time of the
1980 budget for programs in the three other case study ac-—
counts subject to the new policy (see following paragraphs for
corrections made in the 1981 budget):

--the Eximbank (borrowings from non-Treasury sources).

——————~the Department of Hous ing -and Urban Development's
Special Assistance Functions Fund (nonemergency pro-
grams).

--the Department of Agriculture's Rural Housing
Insurance Fund (borrowings from non-Treasvry
sources) .

In these three cases, there were repayments, or related
activity, 3/ that should have (according to OMB policy) re-
sulted in permanent lapses of borrowing authority in the bud-
gets for fiscal year 1979 and 1980, yet no permanent lapses

1/0MB officials state that they did not apply the new lapsing
procedure to these accounts because their study of the
legislative and legal backgrounds of the accounts led them
to conclude that in such accounts, borrowing authority
amounts become part cf each account's corpus. This is not
the case, they further state, in accounts with no dollar
limits on borrowings, wherein borrowings are in the nature
of temporary, emergency sources of funding.

2/About $1 willion in {iscal year 1977, $224 thousand in fis-
cal year 1978 and $135 thousand in fiscal year 1979. See
appendix II, for a discussion of this fund.

3/Recaptured mortgage purchase authority in the case of the
Special Assistance Functions Fund. See appendix III1 for
more details.
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related to these repayments were made. In the Eximbank case,
for example, these repayments totaled about $4.4 billion.

Furthermore, we identified one relevant noncase study
program in which rollover still occurred. 1/ We also noted
that the OMB Examiners' Handbook has not been revised to re-
flect the new nonrollover policy. 2/

Prior to issuance of the President's budyet for fiscal
year 1981 (in January 1980), we pointed out to OMB officials
the continued rollover in some of the case study accounts
and the one noncase study account. In meetings with us,
officials of OMB acknowledged that the new policy had not
been fuily implemented, and that the nonimplementation ac-
counts were "in transition." They further stated that they
planned to correct any cases of nonimplementation. OMB offi~
cials made similar statements in their written comments on
the draft of this report (see p. 97).

Our review of the subsequently issued budget for fiscal
year 1981 shows that there is still a need for corrective

———steps—in-two of the four noncompliance accounts. This is dis-

cussed further in appendix II (see p. 40) and appendix VI
(see p. 97).

Netting in the case study accounts

The entries in table 2 pertaining toc programs in four
case study netting accounts--all are "public enterprise
revolving funds" 3/--illustrate key effects of the netting
procedure. In three of the case study accounts listed in
table 2, gross borrowings {cumulative for all years) had
exceeded recorded borrowing authority (cumulative for all
years) by September 30, 1979 (column "4"). The excess of
gross borrowings over recorded authority ranged from about
$2 billion, for the programs in the Department of Agricul-
ture's (USDA) Rural Housing Insurance Fund, to about $26
billion, for Eximbank's Treasury borrowings.

1/The Department of Defense's "Homeowners Assistance Fund,
Defense" (budget account 97-409%0).

2/See aprendix II, p. 39, and appendix III, p. 59.

3/These are accounts authorized by the (ongress to be cred-
ited with receipts, primarily from the public, that are
generated by, and earmarked to finance, a continuing cycle
of business—-type operations.
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The Rural Electrification and Telephone Revolving Fund
account is relatively new--begun in fiscal year 1973, and
it will reguire a longer period of borrowing activity before
total borrowings exceed recorded borrowing authority. 1/ 1t
is just a matter of time under the current procedure and
trends before this happens.

It is also seen that there were repayments that rolled
over borrowing authority in all four netting accounts (column
"3" amounts). The most notable case was rollover of Exim-
bank's authority to borrow from Treasury, where restoring
repayments of about $31 billion permitted several cycles of
borrowings under the recorded borrowing authority of nearly
$6 billior., 2/

The rollover of Eximbank's authority made it possible
for the Bank to legally borrow extensively long after borrow-
ing authority was last recorded for the Bank, which was for
fiscal year 1958. 1In the fiscal year 1959-79 period, the
Bank borrowed over $20 billion.

Of the case study netting accounts. only Eximbank bor-

—Towings from Treasury, subject to a statutory limit on out-
standing borrowings, are exempt from OMB's new policy aimed
at restricting rollover. The other borrowings occur under
indefinite authority. There, although rollover is supposed
to cease, netting will continue, permitting gross borrowings
to exceed recorded borrowing authority.

Netting occurs in several programs

Several programs have received funds borrowed from
Treasury and non-Treasury sources under the netting procedure.
As seen in tabie 3, programs in 19 active accounts in fiscal
year 1979, according to Treasury records, followed this

1/The fund is "off-budget," and its recordings, while dis-
pPlayed in the "off-budget" section of OMB budget material,
are not included in the regular budget totals.

2/The Eximbank's borrowing authority for Treasury borrowings
was increased incrementally over fiscal years 1946~58,
with periodic statutory increases in the amount of borrow-
ings which could be outstanding at any time. Cumulative
borrowing authority did not reach $5.7 billion until 1958.
See appendix II,
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Table 2

Summary Amounts from Fourl Case Studies of Netting

Cumulative Amounts, as of Septembey 30, 1979,
Since Beginning of Each Account

{300 omitted}

Gross
Gtoss bottowirys
tepayments in excess of
Recorded that recorded
borrowing Gross to}led ovel botrowing
aythority boriowings authorty authority
Export-import Bank
of the United States:
Botrowings from
Treasury 35.7 $31.2 §31.2 $25.5
Borirowings from non-
e T RASULY. SOUICeSs . 3.3 - E A 23i.0 15.5 _ 14.7
HiD's Special Assistance
Funcrions Fund--non-
emel Jency Ef {bor1ow-
1ings from Tieasury) 3.4 ¢ 14.4 10.2 6.0
USDA's Rural Electrification
and Telephone Revolving
Fund {(bortowings from
Treasury) 3.7 4 2.7 3.5 & -
U3DA's Rural Housing
insutance Fund
{bortowinys from
Tteasury!} 1.4 a 5.2 £/ 4.2 £/ 1.8
(1) (2} {3) (4}

a/No Jnuased authority, fiscal years 1977-79, lapsed 1in accordancn with OMB's new per-
manent lapsing ptocedure ("redemption of debt").

p/but3ng the period covered by the case study, the account also financed an emergency
prnjram subsequently (fiscal year 1979) financed throujh a sepatate account.

c/Amount 1s full amount not ad)usted downward 1n this tasle for petaanent lapsing
("tedemption of debt"™) py the end of fiscal yeat 1973 of about $2.5 billion.

ds/amount 15 full amount not adjusted downward in this table for permanent lapsings
{"tedemption of debt"; of unused authurity for fiscal years 1977-79 totaling about
$1.5 million,

e/Cumulative total of repayments through the "transition quarter” ("T.Q. ) ending
September 30, 1976. Excludes about §]1 billion 1n tepayments s:nce tnen undex non-
rollover procedures.

f/Includes §$1.7 billion 1n DOrtowings and trepayments made sxmultanaous)y on the first
day of the fiscal year on priuor year notej due (debt was “tolled forward”).
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procedure in thelr borrowings from Treasury. 1/ Filve of
these accounts (identified by asterisks in table 3), plus an
additional three accounts, 2/ have been using the netting
procedure in their borrowings from non-Treasury sources.

The borrowings outstanding in the 19 accounts represent
possible future rollover, except for the outstanding amounts
in indefinitely authorized accounts where OMB's new nonroll~
over policy is implemented. The accounts have abour
$96 billion outstanding in borrowings from Treasury of which
about $64 billion is owed to Treasury by th: offbudget Federal
Financing Bank.

OMB's explanation of netting

Officials of OMB state that it is probably more meaning-
ful to calculate borrowing authority on a basis that expresses
the net impact on a lending source (e.g., Treasury) rather
than the gross usaje of the lending source. 3/

Also, OMB officials state that the netting procedure
the relevant borrowings, 1In the case of programs with no
dollar limits on borrowings (program $1 in table 1, page 8),
there is no statutory provision requiring a different method
of calculating borrowing authority. 1In programs with dollar
limits on outstanding borrowings (program $#2), the Congress
has chosen to control a net level of activity, which in turn,
suggests that borrowing authority should also be calculated
on a net basis. We shall address these OMB positions in the
next chapter.

1/There may be other accounts not listed in table 3 which
could be following the netting procedure, but which were
not ldentified in our study because they had made no
identifying repayments by the end of fiscal year 1979.
See the "Note" footnote in table 3 for statement of the
criterion used in identifying the accounts. See also
footnote "d" in table 3 concerning an account whose repay-
ments are netted in Treasury's records, but not in OMB's
records.

2/DOD's Family Housing Mortgages and Home Owners Assistance
Mortgages accounts, and the Postal Service.

3/We have previously stated our disagreement with reporting
outlays of revolving funds on a net basis. See "Revolving
Funds: Full Disclosure Needed for Better Congressional
Control,"™ U.S. General Accounting Office, PAD~77-25, August
30, 1977.
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THE "GROSS" BASIS~-BCRROWINGS ARE
MATCHED BY BORROWING AUTHORITY

Some programs' borrowing authority amounts express au-
thorized gross borrowings. In these cases, unlike the pro-
grams following the netting procedure, total borrowings do
not exceed recorded borrowing authority.

It is general budgetary policy to record borrowing
authority as the authorized gross borrowings for accounts
operating under legislation that explicitly stipulates a
dollar limit on cumulative borrowings. Such a statutory
limit applied to programs in four of the five case study
accounts involving the gross basis (identified in table 4).
In these four cases, the limit was expressed as a statutory
authorization for "aggregate" borrowings of a certain amount.
An example of such aii authorization is seen in the following
statutory language pertaining to the programs in the Depart-
ment of Agriculture's Rural Electrification Loans account
(17 U.S.C. 903): 1/

"* * * the Secretary of the Treasury is hereby au-
thorized and directed to make loans to the Adminis-
trator [of REA], * * * in such amounts in the

aggregate for each fiscal year * * * as the Congress
may from time to time determine to be necessary * * * v
[Emphasis added])

The specific amounts authorized appeared in annual
Department of Agriculture--Related Agencies Appropriation
Acts.

The fifth case study account with gross-based Lorrowing
authority, the Department of Housing ard Urban Development's
Special Assistance Functions Fund, emergency program part
(also see table 4), did not operate under a specific statu-
tory limit on cumulative borrowings, but was managed as if it
did because of an OMB policy decision and, later, certain
other statutory restrictions. This is diccussed further in
appendix III (see p. 65).

The Office of Management and Budget's policy for calcu-
lating borrowing authority in such cases, i.e., where there
is a statutory dollar limit on cumulative borrowings--is to
record borrowing authority amounts which match the statutory
dollar limits. For example, when the Small Business Admin-
istration's Business Loan and Investment Fund at one time

1/The account last appeared as a budget document account in
the budget for fiscal year 1979,
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was authorized by an appropriation act to engage in participa-
tion sales borrowings "* * * in an aggregate principal amount
of not to exceed $150,000,000 * * *," the fund was credited
with borrowing authority of $150 million (see appendix IV).

Under such a procedure, recorded borrowing authority
will equal or exceed total borrowings. This may be seen in
the entries in table 4 (p. 19). Also, four of the five ac-
counts in table 4 are public enterprise revolving funds; the
single exception is the Department of Agriculture's Rural
Electrification Loans account--a "general fund" account. 1/

OMB explanation of gross-based
borrowing authority

Officials of OMB state that the principal factor which
determnines whether a program's borrowing authority is calcu-
lated on a net or gross basis is the presence or absence in
the controlling legislation (authorizing and/or appropriation
acts) of a stated dollar limit on cumulative borrowings. 1If
a cumulative limit exists, usually stated as a limit on
"aggregate" borrowings, OMB must use the gross-based method
to express the limit.

In our opinion. the procedure of calculating borrowing
authority to express authorized net borrowings in some cases,
and authcrized gross borrowings in other cases, interjects
an element of inconsistency into the budget's tctals and im-
pairs congressional budgetary review and control. It is
noted, however, that the procedure in a given case probably
reflects congressional in“ent. This procedure is discussed
in chapter 3.

i/Essentially, a general fund account is financed by congres-
sional appropriations of Treasury receipts not previously
earmarked for a specific purpose.
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CHAPTER 3

IMPLICATIONS FOR CONGRESSTONAL CONTROL

We have stated in prior opinions and reports that
because of the importance given to the budget authority con-
cept (including borrowing authority) by the 1974 Congressional
Budget Act, and because of the concept's prominent use in the
President's budget, it is important to maintain and, as
needed, improve the usefulness of budget authority as an ex-
pression of the obligational authority made available by law
to a Federal agency. The Congress' annual actions in setting
budget priorities, establishing funding levels for individual
programs, and controlling overall budget totals act upon
budget authority (and outlay) amounts. Therefore, incorrect
or misleading computations of budget authority can only les-
scn the effectiveness of congressional budgetary actions. 1/

We accordingly have made recommendaticns from time to
time for changes in existing procedures for cal-ulating budget
authority--in cases where we determined that the procedures
being followed did not fully express the obligational author-
ity made available under law, or ctherwise lessened the
meaningfulness of the budget authority concept. We have con-
sistently maintained that budget authority is a broad concept,
designed to express fully the maximum potential obligations
that may be incurred under the obligational acthority made
availakle. 2/

We have also stated on several occasions that congres-
sional control over budget authority amounts is best assured
when the Congress provides budget authority through periodic

1/The Rural Elect-ification and Telephone Revolving Fund
covered herein--a netting account--has been placed "off-
budget" by statutory action, and its budget authority
amounts are not included in the regular budget totals.

2/see, for example, "Budget Authority for Foreign Military
Sales is Substantially Understated,"” U.S. General Account-
ing Office, PAD-78-72, July 27, 1978, especially p. 5. See
also the following opinions: B-171630, August 14, 1975,
concerning budget authority for HUD's contracts with local
housing bodies to provide annual contributions for assisted
housing; B-159687, March 16, 1976, concerning the budget
implications of proposed energy legislation; and B-114828,
January 31, 1977, pertaining to budget authority for HUD's
discretionary emergency mortgage purchase assistance pro-
gram.
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appropriation actions, rather than through the "backdoor"
of legislation other than appropriations. 1/

Related to these matters, we addressed in our study the
following principal questions:

--Does the netting procedure for calculating borrowing
authority hamper congressional budgetary control by
resulting in amounts that do not fully express the
obligational authority made available through borrow-
ing authority?

--Does the use of two methods for calculating borrowing
authority (the netting and gross methods) imwair con-
gressional control over budget amounts by interjecting
an element of inconsistency into the Federal budget?

--Are steps needed to subject borrowing authority ac-
tions to the appropriations process?

These questions are discussed in the following pages.

NETTING DOES NOT FULLY DISCLOSE NEW
OBLIGATIONAL AUTHORITY BASED ON BORROWING

The netting procedure results in borrowing authority
entries in the budget which express, essentially, a net amount
of new funding made available to an account (gross borrowings
less gross repayments), rather than the gross amount. Such
net expressions of new funding do not fully disclose the
amount of oblijational authority made available through bor-
rowing authority, thereby hampering congressional control
over budget amounts.

Netting lessens
congressional budgetary control

A principal budgetary and appropriation aim of the
Congress is to control the amount of obligational authority
made available each year to executive agencies. 1t does this

1/The need for periodic appropriations actions on budget
authority is Jdiscussed in the following GAO reports and
opinions: B-107449, Oct. 10, 1973; B-178726, Sept. 16,
1976; "Budget Authority for Foreign Military Sales is Sub-
stantially Understated," PAD-78-72, July 27, 1978, p. 10;
and "No-Year Appropriations in the Department of 2gricul-
ture," PAD-78-74, Sept. 19, 1978, p. 1l1.
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mainly by setting overall and "functional" 1/ new funding
amounts in the First and Second Concurrent Resolutions on the
Budget, and in appropriations actions on individual programs.

We believe that under curent procedures the Congress
can most effectively carry out its responsibilities if it
has full and accurate information on the obligational author-
ity it provides through authorizations for borrowings. With-
out such information, the Congress might consider budgetary
requests and enact authorizations that imperfectly express
the full amount of approved obligational authority. This
could happen ir cases where the borrowing authority amounts
being considered and acted upon are based on authorized net
borrowings.

Each borrowing represents new obligational authority

In our opinion, 2ach borrowing during a year represents
new authority for entering into obligations, regardless of
whatever repayinents are made that year. Repayments in a
given year, whether on current or past year borrowings,
should not be used to obscure the obligational authority
made available by the borrowings. Each borrowing is a dis-
crete transaction which directly or indirectly adds obliga-
tional authority and potential for expanded activities, 2/
and a repayment in the same year does not lessen the new
authority represented by the borrowing. The repayment does
not cancel obligations which were made possible by the new
borrowing.

Let us assume a budget scenario starting with a borrow-
ing of $250 million, to support $250 million in loan obliga-
tions and disbursements. This is followed in the same year
by a $250 million repayment of the borrowing, using funds
realized through a "sale of assets."”

The $250 million in borrowings supported $250 million
in obligations and related disbursements. Consequently, we
believe that the correct amount of borrowing authority for

1/Totals are set for "functions” which cut across agency
lines, e.g., General Science, Space, and Technology:; Nat-
ural Resources and Environment; Community and Regional
Development; Interest; etc.

2/Subject to any statutory limitation on program obligations.
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such borrowing activity, expressing fully the authority
(based on borrowings) for entering obligations, would be $250
million. However, under the netting procedure, there would
be no recording of borrowing authority for this borrowing
activity. 1/ 1In such a case as this, the netting procedure
obscures the amount of obligational authority made available
by borrowings.

Gross borrowings are closer
to cumulative obligations

Table 5 shows that gross borrowings have a closer
relationship to cumulative obligations than do net borrowings
in the case study accounts using the netting procedure--
especially in the two accounts that rely the most on borrow-
ings (the first two listed). 2/

In summary, borrowing authority calculated to reflect
gross borrowings, rather than net borrowings, would provide
fuller disclosure of the obligational authority made avail-
able. This more complete disclosure would enhance congres-
sional control over budget amounts. Congressional controls
on gross-based borrowing authority would be more controlling
on the level of obligational authority made available through
borrowing authority than controls on net-based borrowing
authority.

NETTING LESSENS
BUDGETARY CONSISTENCY

The 1967 President's Commission on Budget Concepts
stated that budget concepts and definitions "* * * should
have basic consistency * * *." 3/ We concur with this

1/In the hypothetical netting example, Certificates of
Beneficial Ownership (CBO) sale receipts are in effect
substituted, after the fact, for the borrowing authority
as the obligational authority for the $250 million in
loan obligations,

2/0Obligations can exceed gross borrowings in these accounts
because of the availability of other funds to cover obli-
gations ("sale of assets," etc.) and/or lags in the timing
between obligations and borrowings.

3/Report of the President's Commission on Budget Concepts,
19¢7, p. 10.




Table 5

Gross and Net Borrowings, and Direct
Obligations, as of September 30, 1979

Gross Net Direct
borrowings horrowings obligations
(cumuiative (cumulative (cumulative

all vyears) all years) all years)

Export-Import Bank
(Treasury and non-
Treasury) a/ $49.8 $5.2 $49.4

HUD's Special Assist-
ance--nonemergency
(Treasury and non-
Treasury) 15.0 4.2 16.0 b/

UsbAa's rural Electri-
fication and Tele-
ohone Revolving
Fund (Treasury) 2.7 1.5 7.0

USDA's Rural Housing
Insurance Fund
(Treasury and non-
Treasury) 5.5 1.1 41,

wn

a/Amounts are only fiscal year 1960-on.

b,’Purchases.

principle and note that the netting procedure lessens con-
sistency in two ways, thereby complicating the budgetary

process and impairing congressional budget control:

--netting deviates from the procedure (jross) used for
programs funded through appropriations: and

--netting is used for only some--not all--programs
funded with borrowings.



Inconsistency lessens
congressional budget control

Divergent budgetary treatment among programs lessens
the meaning of the budget authority concept, lessens compar-
ability among the Congressional Budget Office's '"scorekeeping"
amounts and totals, 1/ and complicates the Congress' efforts
to exercise budgetary control. Setting priorities among pro-
grams and achieving the intended results is difficult if the
programs' funding levels are computed under different rules.
For the best congressional control, "budget authority,”
whether in tiie form of appropriations, borrowing authority,
or contract authority, should have basic consistency in
meaning and application.

Appropriations accounts use
gross-based budget authority

A good comparison may be made with certain programs
funded by appropriations wherein, in a given fiscal year,
there can be a two-way flow of funds--into and out of the
programs' accounts--similar to the two-way flow of funds
represented by borrowings and repayments. In programs funded
by "multiple-year" 2/ appropriations, there normally is a
new appropriation for each year and also the availatility,
in that year, of unused appropriation amounts from prior
years. At the end of the year some old unused appropriation
amounts may lapse. In such a case, where new funding is
created by an appropriation, and, in the same year, old
funding (from an earlier appropriation) is allowed to lapse,
the OMB practice is to record the program's new funding
(appropriations) on a gross basis, i.e., the full amount of
thz new appropriation, unadjusted by any lapses. This proce-
dure fully reflects the obligational authority made available.

The OMB practice cof adjusting downward the appropriation
in such a program by the amount of any “recission” 3/ is not

1/The Congresional Budget Office, under authority of the
1974 Congressional Budget Ac*%, Title II (2 U.S.C. 601),
periodically reports to the Congress on the latest budget
amounts reflecting congressional and executive actions.
These are "scorekeeping" reports.

2/The appropriation remains available for a specified period
of time in excess of 1 fiscal year.

3/A recission is legislation action which cancels budget
authority previously provided by the Congress prior to the
time when the authority would otherwise lapse.
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a departure from the grossing approach. A recission-adjust-
ed appropriation amount still fully reflects the amount of
additicnal obligations which may be incurred as a result of
new funds made available.

In short, the netting procedure used for some programs
with borrowings deviates from the gross-based procedure used
for appropriation-funded programs. We believe that this
divergent treatment conflicts with good budgetary procedure.

Some borrowing accounts use
gross—-based borrowing authority

We have already ncced that there are several instances
of borrowing activity involving gross-based borrowing author-
ity. It is confusing that "borrowing authority" entries vary
so widely in meaning across programs, with some representing
gross levels of borrowing and others signifying net levels.

The Export-Import Bank, operating under the netting
procedure, last recorded borrowing authority for Treasury
borrowings in fiscal year 1958, which brought cumulative
recordings to almost $6 billion. Although no borrowing
authority has been recorded since 1958, the Bank has borrowed
over §$20 billion (gross) since then (as of September 30,
1979). However, the budget treatment of programs in the De-
partment of Agriculture's Rural Electrification Lo~ns account
was handled very differently. The borrowing authority and
total borrowings never exceeded total authority. Such diver-
gent budgetary treatment among programs engaged in borrowings
lessens the meaning of the borrowing authority concept, and
complicates the Congress' efforts to exercise budgetary con-
trol.

NET-BASED BORROWING AUTHORITY OFTEN
ENTAILS "BACKDOOR" SPENDING

One objective of the Congressional Budget Act of 1974
was to improve congressional control over budget amounts by
restricting the use of ‘"packdoor" spending, i.e., the execu-
tive's use of budget authority not provided through the
appropriation process. Section 401(a) of the act states the
following:

"It shall not be in order in either the House of
Representatives or the Senate to consider any bill
or resolution which provides new spending authority
* * * (or any amendment which provides such new
spending authority), unless that bill, resolution,
or amendment also provides that such new srending
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authority is to be effective for any fiscal year
only to such extent or in such amounts as are
provided in appropriation Acts."

This provision only parti-lly closed the door on back-
door spending, inasmuch as it did not rechannel into the
appropriations process the programs that were already using
exist ing backdoor authority. The netting case study pro-
grams in this review have registered borrowing authority on
the basis of pre-1974 act legislative authorizations; and,
except for the very recent case of HUD's Special Assistance
Functions Fund, no borrowing authority has been provided in
an appropriation act. 1/

We concur with the 1974 act's objective of restricting
backdoor spending. Indeed, we have consistently held, both
vefore and after passage of the 1974 act, that the public
interest is best served when congressional control over
Federal activities is exercised through periodi. reviews and
affirmative action in the appropriations process. Our report
accordingl¥ contains a recommendation related to this matter
(see p. 36).

DISCUSSION OF OMB REASONS FOR USING
THE NETTING PROCEDURE

As 1oted before, OMB's basic reasons for using the net-
ting procedure were that the procedure

--results in more meaningful borrowing authority
recordings, i.e., recordings that express the net
impact on a lending source rather than the gross
usage of the source; and

--is consistent with the relevant statutory borrowing
provisions.

Our analysis of OMB's reasons follows.

Net impact information does not fully
express new obligational authority

We acknowledge that information concerning the net
impact on the Treasury of borrowing activities is useful in-
information. It is appropriate that such information be
provided in the budget schedules for each borrowing account.

1/Borrowing authority of $500 million was provided in the
Department of Housing and Urban Development--Independent
Agencies Appropriatiins Act, 1979.
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We do not believe, however, that such net impact informa-
tion fully expresses the obligational authority made available
for a given year. A "borrowing authority" amount should fully
express obligational authority, and not simply the net impact
on a lending source of borrowing authority. Borrowing author-
ity calculated on the basis of gross borrowings would more
accurately express obligational authority (at least obliga-
tional authority that is derived from authorized borrowings).

The reporting of budget informaticn primarily cn a net
basis for public enterprise revolving funds results in incom-
plete and sometimes misleading information. Gross amounts
are better measures of prugram and budget activities, and
should supplement net measures to provide for full dis-
closure. We addressed this matter in our recent report L/
in which we stated the following:

"# » % pcocounting for puklic enterprise revolving
funds in the Federal budget on a net outlay basis,
whereby the accounts receipts are offset against
gross outlays with only the differernce being in-
cluded in the budget figures, is misleading. It
understates the true magnitude of Government
activities as well as the impact of individual
revolving fund programs. The Federal budget shou.d
disclose the magnitude of Federal activity in such
a way as to provide a basis for estimating the im-
pact of Government activity on the economy as a
whole. "

The logic of this analysis is equally applicable tc calcula-
tions of borrowing authority. The net basis does not disclose
the full magnitude of the obligational authority acquired
through bcrrowing authority.

Also. the receipts of a public enterprise revolving fund
do not normally revert to the general fund of Treasury, but,
by statutory authorization, become part of the fund's "corpus"
along with the initial capitalization and other funds, to be
used and reused (the revolving practice) in the fund's cycles
of operations. It appears that the logic of this revolving

1/"Revolving Funds: Full Disclosure Needed for Better Con-
gressional Control," U.S. General Accounting Office,
PAD-77-25, August 30, 1977, p. 88.
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concept has been extended to some recordings of borrowing
authority, i.e., where netting with the added roilover fea-
ture occurs. Under the netting, rollover approach, the

Office of Management and Budget treats a borrowing authority
recordings as if it automatically becomes a part of the fund's
corpus, to be used and reused indefinitely for several cycles
of borrowings anc repayments.

We do not think it is sound budget policy to treat
recordings of borrowing authority as permanent additions to
a fund's corpus. Borrowirg authority recordings represent
levels of authorized borrowings. Borrowings, in turn, must
be repaid; they are not permanent additions to the corpus.

Netting is consistent with
statutory borrowing provisions

We agree that the netting procedure is consistent with
the statutory provisions that authorize the borrowings. We
do not suggest in any way that the procedure is illegal.
Furthermore, the procedure probably reflects congressional
intent, particularly in those programs operated under statu-
tory authorizations that control the level of "outstanding”
(i.e., net) borrowings.

GROSS-BASED BORROWING AUTHORITY,
THOUGH AN IMPROVEMEMT, MIGHT NOT FULLY
EXPRESS OBLIGATIONAL AUTHORITY

During the work for this report we concluded that while
gross-based borrowing authority recordings would express more
completely the full amount of obligational authority provided
through borrowing authority, there can be cases in public
enterprise revolving fund programs (such as those covered
here) when gross borrowing authority recordings, plus any
other budget authority recordings (appropriations, etc.), may
not fully exnress the obligational authority made available.

In these cases, budget authority recordings (including
borrowing authority) often represent only a portion of each
program's annual resources for entering obligations. Total
resources also include the receipts made available through
the cycle of program operations and assorted financing
mechanisms (sale of assets, etc.)

For example, in three of this report's netting case
study accounts--the Eximbank, the Rural Housing Insurance
Fund, and the Rural Electrification and Telephone Revolving
Fund--program operations include direct loans to persons and
organizations whose repayments to the agencies constitute
receipts that are available, within certain legislated limi-
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tations (discussed further on page 32), making additional
loans (obligations). The full new obligational authority

in these cases, though not now treated as budget authoricy
in execucrive and c¢ongressional budgetary systems, is the
toral amount of resources made avallable by law for entering
obligations during the year, including the lcan repayment
receipts and other budgetary resources,

Rural Housing Insurance Fund illustration

Activities of tht asural Housing Insurance Fund's (RHIF)
programs in fiscal year 1979 illustrate the point that unc-ar
current practice recorded budget authority amounts in public
enterprise revolving fund programs may represent only a part
of the programs' new obligational authority. 1In that year,
using the netting procedure, agency officiils recorded about
$455 million in borrowing authoricy for RHIF programs; how-
ever, direct obligations totaled much more~-~about $7 billion.
This higher level of obligations ws supported not only by
borrowing authoriry, but also by al «r $1 billion in loan
repayment receipts, $3.9 billion in receipts from sales of
certificates of beneficial ownership, about $335 rillion in
appropriations, and the balance in r=aceipts of other kinds.

The RHIF's budget authority recordings ir fiscal year
1979~~a borrowing authoricy amount of approximacely $455
million, and approptiation amounts totaling about $335
million--taken sepatately or together, did not fully express
the new authority for entering obligations that was made
available by law to RHIF programs in fiscal year 1979. A
berter expression of the RHIF programs' obligazional authoricty
in that year would have recognized the fact that total new
authority encompassed all of the financial resources available
that year under law for entering obligations, incli.?ing the
repayments by rural borrowers, etc.

Even if bcrrowing authoricy for RHIF programs had been
gross—based ins:zead of net—based over the period of RHI™
operations, the gross borrowing authority recordinas, whici
could have reached approximately $13 billion urder prevailing
borrowing pati~rns, 1/ plus appropriations amouits totaling
about $1 billion--$14 billjon rotal recorded budge. author-
ity 2/~-would lLave incomplete.y expressed the full authority

1/Total of gross borrowings plus year-end uncovered obliga-
tions that required borrowing authority recordings.

2/The total might have been greater if all RH1. sales of
certificates of beneflicial ownership, etc., had been treated
as borr wings requiring borrowing authortity, rather than
as "sales of assecrs."”
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for entering obligations over that period. It is recalled
{see table 5) that total RHIF direct obligations were about
$§42 billion.

Legislated program level limitations in the
case study nettineg, rollover programs

The fact that direct obligations have exceeded recorded
budget authority amounts in all of the programs (see table 6)
does not mean that the administrators of these programs have
been unchecked by congressional budgetary controls. It is
noted that in the tnree accounts with direct loan programs--
the Eximbank, the Rural Electrification and the Telephone
Revolving Fund, and Rural Housing Insurance Fund--there have
.,been annual appropriation act loan level (i.e., loans to
beneficiaries outside the Government) limitations that con-
trol loan obligations each year. For example, the relevant
language affecting Eximbank in fiscal year 1979 was the
following (Foreign Assistance and Related Programs Appropria-
tions Act, 19792):

"Not to exceed $5,347,345,000 (of which not to ex-
ceed $3,750,00(,000 shall be for direct loans) shall
be authorized during the current fiscal year for
other than administrative expenses."

These annually set limitations have not been treated
as budget authc.uity amounts. The situation was somewhat
different with respect to HUD's Special Assistance Functions
Bund nonemergency programs, where, until issuance of the
budget for fiscal year 1981, the program level limitations
(set in amendments to the basic legislation until fiscal year
1979 when the limitation was changed in an appropriation act)
have been treated as budget authority amounts. This is dis-
cussed further in appendix iII.

The President announced that in the 1981 budget a compre-
hensive system of proposed credit program controls, similar
to the limitations seen in these case study programs, would
entail program level limitations on Federal loan and loan
guarantee activities.

CONCLUSIONS

Netting lessens congressional budget control
by understating obligational authority

We conclude that netting results in, for congressioaal
censideration and action, proposed borrowing authority amounts
that understate the planned obligational authority based on
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Table_ 6

Budget Authority Recordings_and Direct Obligations in
the Netting Case Study Auzcounts, as of
September 30. 1979

Recorded Budget Authority
(cumulative all years)

Direct
obligations
Borrowing (cumulative
authority a/ Appropriations all years)

———————————— (in billiong)==mmermm————————

Export~Import Bank $14.0 None $49.4 b/
HUD's3 Special

Assistance

nonemergency 9.9 0.1 16.0 ¢/
USDA's Rural

Electrification

and Telephone

Revolving Fund 3.7 None 7.0
USDA's Rural Housing

Insurance Fund 3.7 1.4 41.5

a/For all borrowing whether from Treasury or non-Treasuty
sources.

b/For fiscal years from 19€0 on,

c/Purchases.

borrowing authority. Gross~based borrowing authority more
.accurately and fully expresses authority, at least that de-
trived from borrowing authority. If borrowing amounts are

not gross-based, congressional controls on such amounts (nect-
based) will imperfectly control the obligational authority
made available through borrowing authority. This runs coun-
ter to one of the basic objectives of the 1974 Congressional
Budget Act, i.e., to enhance ccngressional contrel over the
budget amounts.
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Netting impairs congressional budget control by
interjecting inconsistency into budget amounts

Also, the use of netting interjects an element of incon-
sistency into OMB's and the Congressional Budget Office™s
recordings and totals of proposed new funding levels ( "pudget
authority"). Netting complicates the budgetary process when
some new funding amounts in the President's budget and CBO's
scorekeeping reports are gross-based (appropriations and some
borrowing authority), and others are net-based. This incon-
sistency hampers the Congress'’ understanding of budget a-
mounts, and confounds congressional efforts to compare funding
levels and set priorities among programs and budget functions.

Netting entails "backdoor' spending

In several instances of net-based borrowing authority,
the borrowing authority amounts are registered on the basis
of legislative authorizations, with no appropriation action
required. l/ Thic constitutes "backdoor" spending and runs
courter to a basic objective of the 1974 Congressional Budget
Act, i.e., to subiject budget authority actions to the disci-
pline of the apprcpriations process.

Even gross—based borrowing
authority, though an improvement, may
not fully reflect obligational authority

Conversion from net-based to gross-based borrowing au-
thority would result in budgetary amounts that more fully
express total obligational authority made available through
borrowing authority. However, such a change would satisfy
only partially the need to develop budget authority concepts
and recordings that more adequately express the obligational
authority made available to revolving fund programs, such as
the case study programs covered in this report. In our
opinion, budget authority recordings for such programs are
needed that more completely reflect the obligational authority
made available by law, including any authority derived from
program operations receipts and other revolving fund activi-
ties.

Several ways of overcoming these problems

We recognize that the undesirable results of current
budget authority practices for such programs are the conse-
quences of the interaction between the ways laws are written

1/There may be appropriation act program level limitations.
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providing budget authority and long-standing budget practices
and conventions. Correcting the problem would require chang-
ing either the laws, or the budget conventions, or both.
These corrections can be approached either (1) on a program-
by-program basis or (2) through action affecting all programs
simultaneously. Under either approach, the action can be
taken by (1) statutory or (2) administrative action.

Program-by-program review

In the course of its authorization and appropriations
action on revolving fund loan programs 1/ funded by borrow-
ing authority, the Congress should consider the reduced
opportunity for effective control and the inconsistency in
treatment that results from the current methods for record-
ing budget authority, including borrowing authority, for such
programs. Where the Congress considers it feasible to do so,
it should place specific limits on gross obligations, or at
least gross loan obligations 2/ that may be incurred, and
require that such limits be treated as the budget authority
amounts. For example, this action could include specifying
(preferably in appropriation acts) the volume of loans that
can be made in a particular period. These limits should be
set after considering the anticipated volume of repayments,
but fluctuations in repayments should not automatically pro-
duce fluctuations in the limits on auttorized lending.

Because the inconsistencies and other problems identified
in this report stem, in part, from the way budget authority
is comp ted under budget conventions established by OMB, we
believe the problems could be eliminated also by administra-
tively changing those conventions—-specifically the definition
of budget authority as it applies to revolving loan-type
programs. Such a change could be accomplished pursuant to
section 202(a)(l) of the Legislative Reorganization Act of
1970, as amended. A revised definition would be more

1/The budget treatment of HUD's Special Assistance Functions
Fund programs should be similar to that of direct loan
programs, i.e., limitations on SAF gross or program obliga-
tions should be treated as budget authority.

2/"Gross obligations" in a loan program would include all
obligations including interest expense paid to holders
of certificates of beneficial ownership, etc. "Gross
loan obligations” mioht be limited to the obligations
incurred in making the loans.
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consistent with the definition of budget authority in section
3(a2)(2) of the Congressional Budget Act of 1974 than is the
present convention.

Across—-the-board action

If, after a reasonable period, the Congress determines
that program-by-program review either is proceeding too slowly,
or is insufficiently respon51ve to the problem, it should
enact legislation requiring approval in appropriation acts
for the gross level of obligations, or gross loan obligations,
for any existing or newly-enacted revolving fund loan program
that is funded by borrowings, and treatment of such approved
levels as the relevant budget authority. Similarily, OMB
officials could at one time administratively change the
definition of budget authority for all such programs to make
budget authority correspond to authorized gross obligations
or gross loan obligations.

Each of the alternatives outlined above has advantages
and disadvantages. The principal objectives of action to be
taken, however, should be (1) to assure adegquacy of congres-
sional controls; (2) to maintain consistency of presentation,
to assure that like programs are treated alike; and (3) to
disclose fully activities of the Government. A combination
of actions will be necessary to achieve these purposes.

RECOMMENDATION TO THE DIRECTOR, OMB

The Director of the Office of Management and Budget
should revise the way the definition of budget authority is
applied to revolving fund loan programs so that budget author-
ity for these programs is the amount of gross obligations,
or gross loan obligations, authorized to be made. We believe
the term "loan authority" may be apnropriately used to
describe budget authority in thie form wher it applies to
gross loan obligations. We have not developed specific ter-
minology and definitions for this report. We would rrefer
to do this, and address related technical matters, coopera-
tively, after some agreement has been reached on the optional
approach to be taken.

RECOMMENDATION TO THE CONGRESS

The Congress, in reviewing revolving fund loan programs,
should place specific limits on the gross obligations, or
gross loan obligations, authorized to be made, and require
that such limits be treated as the relevant budget authority
amounts. This could be done on a program-by-program oOr
across-the-board basis. We are prepared to work with the
Congress on related technical matters.
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AGENCY COMMENTS

Wwe asked the case study agencies, Treasury, and OMB for
comments on a draft of the report. Written comments provided
and our responses are contained in appendixes VI, VII, and
VIII.
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APPENDIX I APPENDIX 1

LISTING OF CASE STUDY PROGRAMS AND ACCOUNTS

FISCAL YEAR 1978 TITLES AND NUMBERS

NET BASIS CASE STUDIES:

--The "Export-Import Bank of the United States" (budget
account 83-4027).

--The Department of Housing and Urban Affairs (HUD)
"Special Assistance Functions Fund," nonemergency Ppro-
gram, borrowings from the Treasury (budget account
86-4205).

--The Department of Agriculture's (USDA) "Rural Electri-
fication and Telephone Revolving Fund" loan authoriza-
tions (off-budget account 12-4230).

--USDA's "Rural Housing Insurance Fund," borrowings from
the Treasury (budget account 12-4141).

GROSS BASIS CASE STUDIES:

--USDA's Rural Electrification "i,oans" (budget account
12-3197).

—--The "St. Lawrence Seaway Development Corporation":
(budget account 69-4089) .

~~The Small Business Administration's "Business Loan and
Investment Fund" (account 73-4154).

--HUD's "Special Assistance Functions Fund," nonemer-
gency program borrowings from non-Treasury sources,
and emerygency program borrowings from the Treasury
(budget .ccount 86-4205). 1/

--USDA's "Rural Hcusing Insurance Fund," certain borrow-

ings from non-Treasury sources (budget account
12-4141).

1/The fiscal year 1979 budget proposed to fund the emergency
part in a new acccunt to be entitled "Emergency Mortgage
Purchase Assistance" (budget account 86-4207). 1his was
approved in the Department of Housing and Urban Development--
Independent Agencies Appropriation Act, 1979.
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APPENDIX II APPENDIX II

SUPPLEMENTAL MATERIAI. ON _.E NETTING BASIS

FOR COMPUTING BORROWING AUTHORITY

NETTING FOR PROGRAMS WITH
"INDEFINITE" AUTHORIZATIONS

Until the preparation of the fiscal year 1979 budget,
the netting, rollover procedure was the OMB-prescribed
method for calculating and recording borrowing auchority in
programs with "indefinite" 1/ borrowing authorizations. The
netting, rollover procedure was (and is 2/) partially set
forth in the following paragraphs from OMB's Examiners' Hand-
book, section 124, C (June 26, 1975):

"C. Budget treatment.

Balances of undrawn authority to spend debt
receipts—--that 1s, the portion authorized in excess
of amounts actually borrowed--are separately identi-
fied in th: budget schedules. Borrowing increases
the fund balance of the account and decreases the
balance of undrawn authority to borrow. Repayment
of borrowing by a revolving fund has the opposite
effect if the amount remains available for rebor-
rowing * * *,

When the borrowing authority is indefinite,
budget authority is recorded by the agency at the
time obligations are incurred against such author-
ity. The amount of budget authority for the year
is based on net transactions for the year as a
whole. Budget authority will usually be reported
when the amount of borrowing outstanding plus
obligated balances against such borrowing author-
ity at the end of the year exceeds the amount pre-
viously recorded as budget authority."

The above may be paraphrased in the following manner.
Borrowing authority was to be recorded under netting, roll-
cver when the year-end sum of (1) cumulative net borrowings

1/The statutory borrowing authorization contains no dollar
limit on borrowings.

2/As of December 14, 1979, the relevant section from the
Examiner's Handbook has not been revised to reflect what
OMB officials describe as their new nonrollover policy.
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(i.e., outstanding borrowings) plus (2) unpaid obligations not
covered by cash reserves on hand 1/ exceeds the total of pre-
viously recorded borrowing authority. As a part of this basic
procedure, an agency's repayments of its borrowings were to

be treated in executive branch records as repayments that

roll over, or restore, 2/ previously recorded authority, mak-
ing that authority, in the amount of the repayments, avail-
able again for new borrowings.

Illustration of netting, rollover
under indefinite authorizations

The entries (hypothetical amounts) in table 7 for year
#2 illustrate the recording of borrowing authority under
OMB's general netting, rollover procedure for programs with
indefinite authorizations. Gross borrowings (col. "1") and
rolling over repayments (col. "2") had the effect of bringing
cumulative net borrowings, i.e., the level of outstanding
borrowings, to $%0 million {(col. "3"). This amount plus
year—end uncovered obligations (col. "4") produced a “"needed
authority" level of $55 million (col. "5"), which represented
a $25 million increase (col. "6") over the cumulative total
of previously recorded borrowing authority (col. "7" amount
for prior year). Accordingly, there was recorded $25 million
in additional borrowing authority (col. "7").

Partial implementation of OMB's
new nonrollover policy

OMB officials report that they initiated a new nonroll-
over policy during preparation of the fiscal year 1979 buaget,
pertaining only to programs with indefinite authorizations
(not programs with statutory limits on outstanding borrow-
ings). The new policy is stated in the following OMB Circular
A-11 (May 25, 1979) definition of "redemption of debt" entries
to be used by agencies in permarently lapsing previous.y

1/Unpaid obligations are not covered by cash reserves when
the year-end total of unpaid obligations exceeds the total
of cash in the account, or the portion of total cash de-
signated as available for payment on the obligations.

2/The term "restore"” is used i1 Treasury Department records.
In budget records, such repayments are technically treated
as repayments that increase "undrawn” or "unfinanced"
borrowing authority, i.e., the portion of recorded author-
ity in excess of actual borrowings.
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recorded borrowing authority that becomes “freed up" after
repayments or substitutions ot other budgetary resources. 1/

"amount of repayments for redemption of debt
(e.g., participation certificates) where borrowing
authority does not resolve, Include repayments of
debt issued under permanent indefinite burrowing
authority and withdrawals of balances of previously
obligated permanent indefinite authority to borrow
when other budgetary reseurces are substituted."
[sec. 32.4]

We noted in chapter 2 that the new policy has not been
fully implemented. 1In fact, it has not been fully imple-
mented in two of four case study programs subject to the new
policy. Problems of implementation are briefly discussed
in the immediately following case study material.

The new policy, when implemented in programs with indefi-
nite authorizations, will only modify the netting procedure
(by curtailing the rollover feature). The basic netting
procedirre, under which total borrowings may exceed recorded
borrowing authority, will remain.

GAO case studies of netting
indefinite authorization

Our case studies included four accounts with programs
(mainly Federal credit-aid programs) having indefinite author-
izations. Three are discussed below. The fourth, HUD's
Special Assistance Functions Fund, is discussed in Appendix
III because of certain special features. The three netting
accounts covered below are the following:

--The Department of Agriculture's (USDA) off--budget
account, "Rural Electrification and Telephone Revolving
fund" borrowings from the Treasury (off-budget account
12-4230);

--USDA's "Rural Housing Insurance Fund," borrowings
from the Treasury (budget account 12-4141); and

~--The Export-Import Bank of the United States ("Exim—
bank"), borrowings from non-Treasury sources (budget
account 83-4027).

1/Substitutions could occur when authority vecorded in one
year to cover unpaid obligations does not result in actual
borrowings insubsequent years because of the substitution
of other resources (e.g., sale of assets) to pay on the
obligations.
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Table 7

Multi-Year Illustration of Netting, Rollover Basis for
Computing Borrowing Authority

Program with an Indefinite Authorization a/
(hypothetical amounts, 000 omitted)

Gross
Gross rolling over Net repayments Uncovored
borrowings repayments or borrowings {(+) obligations b/
Year #1 $ 100,000 $ 75,000 $ 25,000 plus $5,000
Year #2 100,000 75,000 25,000 '
{200,000)* (150,000)* (50,000)* plus 5,000
Year #3 160,000 60,000 100,000
(360,000) (210,000) (150,000) plus 5,000
Year #4 -— 50,000 -50,000
(360,000) (260,000) (100,000) Elus 5,000
Year #5 50,000 25,000 25,000
(410,000) (285,000) (125,000) plus 5,000
(1) (2) (3) (4)

*Cumulative in parentheses.

a/Program with a statutory authorization for borrowings that does not contain a dollar
limit ¢n borrowings.

b/Year-end unpaid obligations requiring a borrowing authority recording because of
lack of cash reserves available (or assigned) for paying off the obligations.
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Increase {(+) or

decrease {(-) in Borrowing
needed authority Borrowing authority
heeded from recorded authority carried
authority authority recorded forward
equals $ 30,000 $ 30,000 $ 30,000 $ 30,000
25,000 25,000
equals 55,000 (55,000)* 55,000
100,000 100,000
equals 155,000 {155,000) 155,000
-50,000 -—
equals 105,000 (155,000) 155,000
-25,000 -—-
equals 130,000 (1%5,000) 155,000

(5) (6) {7 (8)
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Rural Electrification and Telephone
RevolvingkFunq--borrowings from Treasury

The case study work determined that OMB's basic netting
procedure, without rollover, is used in computing borrowing
authority (for borrowings from Treasury) for the programs
of the Rural Electrification and Telephone Revolving Fund, 1/
but that the proceduie was not used in the initial years of
the fund (fiscal years 1973-76), when, in a deviation from
CMB guidance, gross-based recordings were made. 2/

Key budgetary amounts pertaining to this fund's borrow-
ings are seen in table 8. Total borrowings (column "3"),
as of the end of fiscal year 1979, were about $2.7 pillion,
which was less than total recorded borrowing authority of
about $3.7 billion (redemption of debt lapses over 1977-79
reducing authcrity to borrow from Treasury totaled about
$1.5 million). As noted previously in this report (p. 13),
the fund is relatively new, and it will require a longer
period of borrowing activity before total borrowings exceed
borrowing authority.

The borrowings are made as needed, and are executed
under a single, blanket note requiring that all out.standing
borrowings be paid off, with interest, on March 31 and
September 30 of each year. The note also specifies the pro-
cedure for setting the applicable interest rate.

1/rtA of icials anticipate that net borrowings each year nor-
rally wiil be zero, and that, therefore, recordings (when
necessary) will, in practice only. reflect obligations in
excess of receipts.

2/USDA budget of ficials followed the grossing procedure used
for the Rural Electrification "Loans" account (budget
account 12-3197), the predecessor account of the Rural Elec-
trification and Telephone Revolving Fund. The grossing
procedure, with borrowing authority recordings matching the
annually a—*horized (in appropriation acts) program levels,
resulted i, larger recorded amounts than would have been
she case had ~ 4. 's netting, rollover procedure been fol-
lowed. As a consequence, USDA and OMB officials permanently
lapsed about $1.4 pillion in borrowing authority during the
transition 4y : rter ending September 30, 1976, when they
converted the fund to the netting procedure.
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Eximbank--borrowings from
non-Treasury sources

The basic netting procedure also has been used for
Eximbank's borrowings from non-Treasury sources, mainly the
Federal Financing Bank in recent years. Furthermore, roll-
over has remained a feature of this activity in spite of OMB's
new policy, although this may change in fiscal year 1981 as
¢ result of our review (see below,

Although in fiscal year 1977 Eximbank made repaymnents
of principal totaling $3.6 billion on its prior year borrow-
ings from non-Treasury sources (total repayments were
$3.7 billion) it did not permaunently iapse any authority that
year as called fcr by OMB policy. It carried 51.3 billion
into fiscal year 1978 as unobligated authority (for non-
Treasury borrow: igs) from prior recordings of crrowlnrg
authority, representing rolled-over authority.: A similar
pattern occurred in fiscal years 1978 and 1979, 1/ and is pro-
jected in the fiscal year 1981 budget for fiscal year 1980,
but not for 1981.

During our revlew, Eximbank officials stated that they
had continued the rollover practice in recent years hecause
they had not been advised by OMB to change the practice. OMb
nfficials acknowledged that tne policy had not been imple-
mented in this case, and stated that this Eximbank procedure
was "in transition" to nonr«llovaer. In their comments or.
this report (see appencix VI), officials of OMB peinted out
that in response to outr review work, the pudget treatment for
Fximbank would be correctei in the 1981 budget. The 1781
budget shows that nonrollover is projected for 1981, but
shows continued rol.over for fiscal yearc 1979 (actual) and
1980 (projected).

The netting, rollover procedure has beer complicated
because Eximbank officials, for purposes of computing borrow-
ing authority for their ncen-Treasury borrowings, reduce t.e
amount of year-end uncovered obligaticns by the amount of
their unused authority for Treasury bor:c-owings (Eximbank
also has a statutory authorization to borrow from Treasury--
see page 49).

Under this procedure, Eximbank has recorded about $8
billion in total borrowing authority for its non-Treasury

1/The $1. billion lapse in fiscal year 1978 was unrelated to
the rollover question (it reflected on OMB-Eximbank deci-
sion to stop using borrowing authority for loan guarantees),
and did not entail a lire #31 "redemption of debt" entry.
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Table 8

Rural Electrification and Telephone Revolving Fund
Authority to Borrow From Treasury

(000 omitted)

Total Recorded
Fiscal program borrowing Gross
ear level authority borrowings
1973 $ 479,000 $ 1,324,871 a/ $ -
{479,000)* (1,324,871)* (-)*
1974 758,000 758,000 400,100
(1,237,000 (2,082,871) (400,170,
1975 900,000 900,000 445,771
(2,137,000) (2,982,871) {845,871)
1976 1,000,000 1,000,000 369,005
- ) ) - (3,137,000) (3,982,871)  (1,214,876)
- 7%57 N W”VWEBE;OOO -1,375,452 b/ 96,098
{3,387,000) (2,607,419) (1,310,974)
1977 1,000,000 605,001 4/ 560,107
(4,387,000) {3,212,420) {(1,871,081)
1978 1,000,000 355,289 £/ 304,811
(5,387,000) (3,567,709) {2,175,892)
1979 1,100,000 133,960 g/ 566,093
(6,387,000) (3,701,669) {2,741,985)

(1) (2) (3)

*Cunmulative in parentheses.

a/Includes $479 million in recorded authority for RETRF and
$845.9 million in unadvanced balances transferred from
REA "Loans."

b/A lapsing adjustment made by USDA and CMB officials to
correct for previous recordings not made in accordance
with OMB's netting, rollover procedure.

g/calsulated from cumulative amounts in columns {(2) and (3).

d/Tacludes $149.4 million in recorded authority for RETRF,
and $455.6 million in unused authority transferred from

46



APPENDIX II APPENDIX II

o) eX-3-4
borrowings
in excess of

Repayments 7 recorded
of Net borrowings (-) borrowing
borrowinge ot repayments (+) authority
$ - $ - S -
(=) * (=) (-)*
- -400,100 -
(-) , (-400,100) (=)
- -445,771 -
(=) (-845,871) (-)
I "f,ﬁf”%s'GT*ngS T ”19,2"8}9’ I L e T
(266,195) (-948,681) (=)
138,908 102,810 96,098
({465,103) (-845,871) (=) ¢/
104,472 , -475,635 e/ -
(569'575) (_‘A -&,506) (-) E/
304,811 - -
(874,386) {(-1,301,506) (-) ¢/
566,093 - 432,133
(1,440,479) (-1,301,506) (=) _C_/
{(4) (3) (6)

REA "Loans." Amount not adjusted downward in this table
to reflect a permanent lapsing of year-end authority
("redemption of debt") of $1.1 million.

e/Corresponds to the transfer of budget authority of the
same amount from the REA "Loans" account.

f/Not adjusted downward in this table to reflect a redemp~
tion of debt of $224,000.

g/Not adjusted downward in this table to reflect a redemp-
tion of ¢ :bt of $135,000.
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borrowings (no redemption of debt lapses over 1977-79),
which it he: used and rolled over several times to borrow

a total of ..out $23 billion, as of September 30, 1979. Key
amounts are shown in table 9.

The promissory notes signed by Eximbank officials con-
cerning their borrowings from the Federal Financing Bank spec-
ify certain maturity periods (up to 11-1/2 years), repayments
schedules quarterly or at maturity, and interest rates.

Rural Housing Insurance Fund amounts--
borrowings from Treasury

This case also involves continued rollover as part of
the netting practice. Even though there were repa'ments
ranging from $275 million to $450 million in fiscal years
1977-79 on prior ye<ar borrowings made under prior year record-
ings of borrowing authority, there were no permanent lapses
of authority in these years pertaining to these repayments. 1/
While the budget for 1981 does not project a permanent lapse
for 1980, .t projects one for 1981 reflecting some projected
repayments to the Treasury during that year.

No permanent lapses are indicated in the fiscal year
1981 budget for the fiscal years 1979 and 1980 appropriations
of abcut $14 million and $76 million respectively tc make
paymer.ts on rental assistance program obligations for which
borrowing authority had previously been recorded. The appro-
priation would constitute a substitution of budgetary re-
sources. OMB utficials state in their comments on this report
that there have been no indications ol continuing rollover
in this account (see appendix VI). We disagree with this OMB
statement.

Gross borrowings exceeded total recorded borrowing
authority by about $2 billion in the Rural Housing Insurance
Fund, as of September 30, 1979 (no redemption of debt lapses
in 1977-79 affecting authority to borrow from the Treasury).
Amounts are seen in table 10.

Borrowings from Treasury are made as needed, and are
conducted under a single, blanket promissory note that permits
up to $1 billion in outstanding borrowings, states the proce-
dures for setting the applicable interest rate, and specifies
that all borrowings during a fiscal year must be repaid on
the first day of the immediately succeeding fiscal year.

1l/There were redemption amounts pertaining to participation

sales transtfers (e.g., about $35 million in fiscal year
1978).

48



APPENDIX II APPENDIX II

NETTING, ROLLOVFR FOR PROGRAMS
WITH LIMITED AU.JORIZATIONS

The OMB Examiners' Handbook does not provide instructions
on recording borrowing authority for programs operated under
statutory dollar limits on the amount of borrowings that may
be "outstanding" at any one time. OUMB officials state that
their normal procedure in such cases is to record initial bor-
rowing authority amounts to match initial statutory dollar
limits. When a dollar limit is increased, there is a borrow~
ing authority recording in the same amount. There are no
lapses of year-end unused athority. 1/

Such recordings of borrowing authority express authorized
cumulative net borrowinygs (outstanding borrowings). Repay-
ments of borrowings are treated in executive branch records
as repayments that rollover previously recorded authority,
freeing it up (in the amount of the repayments) for new bor-
rowings. Consequently, total (gross) borrowings may exceed
recorded authority.

GAO case study of Eximbank--
borrowings from Treasury

Our case study work inciuded examination of the budget
treatment of Eximbank's borrowings from Treasury conducted
under a statutory dollar limit on outstanding borrowings--the
limit now stands (September 30, 1979) at about $6 billion.

The limit was raised three times by legislative actions:

1952, 1955, and 1S58 (latest). 1In each of those years, borrow-
ing authority was recorded to coirrespond with the difference
between the o0ld and new limit. For example, when the limit

was raised from $4 billion to $6 billion in 1958, $2 billion

in borrowing acthority was recorded.

This procedure, plus some earlier recordings of borrowing
authority, 2/ produced a total of $5.7 billion ($6 billion in

internal Eximbank records) in borrowing authority for

l/See discussion on pp. 10, 11, especially footnote 1/, on
p. 11.

2/Recordings for Eximbank in fiscal years 1946, 1947, and

1948, totaling $2.2 billion, represented the initial capi-
talization (1946 recording) or borrowings for the year in
excess of repayments (1947 and 1948 recordings).
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Eximbank. 1/ Because borrowing authority repr2sents an
authorized level of net borrowings ($6 billion), Eximbank's
repayments of its torrowings are counted as repayments that
rollover authority, and several cycles of borrowings, may

be conducted undex one borrowing authority amount. Although
Eximbank outstanding borrowings from Treasury never exceeded
the $6 billion limit, its gross borrowings reached about

$31 billion by September 30, 1979--about $25 billion more
than recorded authority.

Key amounts are shcwn in table 1l1. Eximbank's Treasury
borrowings are made as needed, and are now made under promis=-
sory notes requiring quarterly payoffs of all outstanding
amounts (coinciding with Eximbank quarterly borrowings from
the Federal Financing Bank).

1/Because Eximbank does not maintain detailed budgetary records
from the earlier years, we have been unable to identify the
source of the difference between the $5.7 billion and the $6
billion.
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Fiscal
year

1946

to

167

1967

1968

1969

1970

1971

1972

1973

1974

1975

1976

TQ

1977

1978

1979

*Ceiling in parentheses.

Table 11

Export-Import Bank

APPENDIX II

Authority to Borrow from Treasury

Increase or
decrease (~)

in authorized

ceiling on

outstanding

borrowings
from the

Treasury

${€,00C,000)*

(6,070,000)

14,000,000)

(6,000,000)

(6,0u0,000)

(6,000,000)

(6,000,000)

(6,000,000)

(6,000,007

(6,000,000)

(6,000,000)

(6,000,000)

(6,000,000)

{6,000,000)

(6,000,000
(1)

(000 omitted)

Recorded
borrowing

authority

$(5,745.200)**

(5,745,200)
(5,745,200)

(5,745,200)

(5,745,200)

(5,745, 200)

(5,745,200)

(%,745,200)

(5,745,200}

{(5,745,200)

(5,745,200)

{5,745,200)

(5,745,200)

(5,745,200)

(5,745,200)

(2)

**Cumulative in parentheses.

56

Gross
borrowings

${9,352,700)**

906,200
(10,258,900)

1,878,179
(12,137,079}

1,708,886
(13,845,965)

1,555,990
(15,401,95%)

1,978,368
(17,380,323)

2,677,970
(20,058,293)

1,883,700
(21,941,993)

1,833,800
(23,775,793)

2,134,164
(25,909,957)

1,168,600
(27,078,557)

314,400
(27,392,957)

1,315,400
(28,708,357)

1,030,100
(29,738,457)

1,504,500
(31,242,957)

(3)
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Repayments of
borrowings
which rollover

authority

$(9,174,900)**

1,084,000
(10,258,900)

1,51¢€¢,600
(11,775,500)

1,350,278
(13,125,778)

689,737
{(13,815,515)

2,781,343
(16,596,858)

1,718,005
(18,314,863)

1,739,466
(20,054,329)

1,264,562
(21,318,891)

4,383,989
(25,702,880)

1,364,853
(27,067,733)

252,200
{27,319,933)

1,385,101
(28,705,034)

1,033,423
(29,738,457)

1,454,500
(31,192,957)

(4)

Net borrowings
or repayments

(=)
(+)

$ (-177,800)**

177,800
(C)

-361,579
{-361,579)

-358,608
(=720,187)

~866,253
("11586l440)

802,975
{(-783,465)

-959,965
(~1,743,430)

-144,234
(-1,887,664)

-569,238
(-2,456,902)

2,249,825
{(=207,077)

196,253
(-10,824)

-62,20
{(-73,024)

69,701
(-3,323)

3,323
(-)

-50,000
(=50,000)

(5)

Gross
borrowings
in excess of

recorded
borrowing
authority

(3,607,500)**

906,200
(4,512,700)

1,878,179
(6,391,876}

1,708,886
(8,100,765)

1,555,99¢
{9,656,755)

1,978,368
{11,635,123)

2,677,970
(14,313,093

1,883,700
(16,196,793}

1,833,800
(18,030,593)

2,134,164
20,164,757)

1,168,600
(21,333,357)

314,400
(21,647,757}

1,315,400
{(22,963,157)

1,030,100
(23,993,257)

N
-~
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OF HOUSING AND URBAN DEVELOPMENT'S

SPECIAL ASSISTANCE FUNCTIONS FUND--

BORROWINGS FROM TREASURY

The programs in the Department of Housing and Urban
Development's (HUD) Special Assistance Functions Fund {(budget
account 86-4205) have "indefinite” sta.utory authorizations
for borrowings from Treasury (no dollar limit). 1/ As such,
they would normally have been subjected to the OMB netting
procedure outlined for the Type %1 program in table 1 of this
report (p. 8), and discussed in greater detail in appendix II.
There has been, however, different budgetary treatment for

these programs' Treasury borrowings. Two major differences
are:

--the net-based borrowing authority recordings for the
account's nonemergency programs have only indirectly
represented authorized borrowings; and

--the borrowing authority recordings for the emergency
programs indirectly express levels of gross borrowings.

NET-BASED BORROWING AUTHORITY FOR
THE NONEMERGENCY PROGRAMS

Th~ borrowing authority recordings for the nonemergency
programs in the Special Assistance Functions Fund (the "SAF"
account) 2/ are net-based, put until the 1981 budget's 1issu-
ance only indirectly represented authorized borrowings. Each
recording was not computed in accordance with the g=neral
OMB netting, rollover procedure for programs with inugefinite
authorizations, but rather represented a statutory level, or
increase therein, in SAF's authorized net program activities
(to be financed largely with borrowings).

1/For a discussion of the fund's borrowings from non-Treasury
sources, see appendix IV.

2/The emergency program was transferred to a separate account
in fiscal year 1979, in accordance with the Department of
Housing and Urban Development--Independent Agencies Appro-
priation Acts, 1979 (Public Law 95-392).
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Borrowing authority equaled
authorized program level

The OMB Exeminers' Handbuc!., section 124, C (July 26,
1975), described borrowing aut!iority recordings for the SAF
nonemergency programs as follows:

"Por the Government National Mc :gage Association's
Special assistance functions funi [sic], there is a
limitation on total outstanding [i.e., the balances
outstanding on the mortgages purchased andi held in
the SAF account, plus the amounts of purchase commit-
ments] and indefinite authority to borrow from Treas-
ury. When the limitation on loans [purchases and
purchase commitments] outstanding is increased, bud-
get authority (authority to spend public debt re-
ceipts) is reported equal to the increase."

put somewhat differently, each borrowing authority
recording (before the 1981 budget's entries for 1980 ana 1981)
matched the amount of any statutory increase in_the amount
nf mortgage loan purchases and purchase commitments that may
be outstanding at any one time, and that may be ‘nanced with

borrowings from Treasury.

A possible exception occurred when the 1979 increase of
$2 billion (Department of Housing and Urban Development--Inde-
pendent Agencies Appropriation Act, 1979) was reflected in a
porrowing authority recording of only $500 million. HUD offi-
cizls explain that the "intent" was to raise the ceiling by
only $500 million, not $2 billion. HUD officials normally
finance their purchases with borrowings from Treasury (the
collections from sales of SAF-held mortgages are used to pay
off borrowings).

21 example of a borrowing authority recording for the SAF
nonemergency programs may be seen in a budget recording for
fiscal year 1968. When the Housing and Urban Development Act
of 1965 (Public Law 89-117) increased by $550 million the
amount of commitments and purchases which could be outstand-
ing in the account's Section 305(a) "Presidential"” programs,
effective on the first day of fiscal year 1968, there was a
borrowing authority recording for fiscal year 1968 of $550
million. The result of this and similar acticns was the bor-
rowing authority recordings that totaled about $8 billion by
the end of fiscal year 1979,

OMB officials state that there was no compelling budget
concepts reason for this special pre-1981 budget method of
recording borrowing authority (to match an authorized program
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level) for the SAF programs. OMb acknowledges that the method
represented a departure from their usual procedure for record-
ing borrowing authority for programs with indefinite borrowing
authorizations. However, as in other programs with indefinite
borrowing authorizations, SAF borrowing autrority was (and is)
to be permanently lapsed ("redemption of debt") under OMB's
new lapsing policy for such programs. There were, though, no
cach lapses in SAF's nonemergency authority to borrow from
_ircasury until publication of the 1981 budget.

Borrowing authority has rolled over

Because the borrowing authority recordings for the SAF
nonemergency programs have represented authorized cumulative
net (outstanding) purchases and purchase commitments, HUD
officials have reduced the amount of unused borro~ing author-
ity when they make purchases or commitments, ard increased or
restored, unused authority when they liquidate the purchases
or commitments through their sales program or cancellations.
These restored amounts have constituted rolled-over authoritv
for additjonal purchases-commitments to be financed with bor=-

rowings from Treasury.

. In this manner, several cycies of purchases; sales, and
more purchases have been conducted (subject to legislative
constraints introduced in 1978--see below) with gross pur-
chascs,_and_supportive gross borrowings, exceeding the $8
billion in recorded borrowing authority. =2y the end of fis~-
cal year 1979, gross purchases for the nonemergency programs
cotaled about $16 billion, and gross bu:zrowings {rom Treasury
were about $14 billion. Key budgetary amounts are shown in
reble 12.

Borrowing instrument

Borrowings are made as needed, anc are executed under a
single, b)anket no*e (there is a second note for the emergency
program) with Treasury that permits up to $6.5 billion out-
standing at any time, states the prccedure for setting appli-
cable interest rates, and specifies that borrowings during a

fiscal year must be repaid within 5 years from the beginning
of that fiscal year. :

New statutory limitation
on "recaptured" authority

The Department of Housing and Urban Development-~Inde-
pendent Agencies Appropriation Act, 1978 (Public Law 95-119),
contained provisions that introduced statutory limits on HYUD
officials' use of rolled-over or restored authority for making
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new purchases and commitments. There were two relevant
provisions in the 1978 HUD appropriation act.

. Title III of the act stipulated that the '"collections"
in all SAF programs (nonemergency and emergency) and certain
other HUD programs, " * * * may be used tfor new loan or mort-
gage purchase commitments only to the extent expressly pro-
vided for in this act * * *," HUD and OMB officials state
that SAF "collections”" in this context meant recaptured SAF
authority, i.e., SAF authority that is restored or rolled
over when outstanding purchases are reduced by SAF sales. A
second provision of the 1978 act, pertaining only to the SAF
accounts, authorized the limited use of "recaptured authority"
in SAF's nonemergency programs:

"The aggregate amount of purchases and commit-
ments authorized to be made pursuant to section 305
of the National Housing Act, as amended, out of re-
captured Special Assistance °Purchase authority may
not exceed $2,0C0,000,000."

This authorization to use $2 billion of recaptured au-
thority did not entail any recording in the budget of addi-
- tional borrowing authority for the SAF nonemergency programs,
because the statutory ceiling on outstanding nonemergency
purchases and commitments was not increased.

These statutory restrictions on HUD's use, in 1978, of
recaptured SAF authority limited, but di¢é not eliminate, the
rollover of SAF nonemergency authority t¢ make purchases and
commitments. The gap increased between tne $8 billion (ap-
proximately) total in borrowing authority recordings and
the amount of gross borrowings from the Treasury (gross bor-
rowings up to about $14 billion).

Lack of implementation. until 1981 budget,
of OMB's new nonrollover policy

OMB officials state that the SAF uonemergency program's
borrowings from Treasury have been subject to the new non-
rollover policy. They note that the program has operated
under an indefinite authorization for Treasury borrowings (as
the other programs subject to the new policy):; and, in addi-
tion, has been affected since fiscal year 1978 by annual
appropriation act iimitations on the use of recaptured mort-
gage purchase and commitment authority (see prior discussion
on p. 60), restricting rollover to specified levels.

OMB officials state that the above factors have made the

SAF nonemergency program subject to the application c¢f non-
rollover concepts. However, the fiscal year 1979 budget
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showed no permanent lapse for fiscal year 1977, even though
about $1.3 billion in mortgage purcunase authority was recap-
tured through sales of portfolio holdings, and repayments of
about $1.3 billion were made to Treasury on prior year borrow-
ings. Balances of $5.2 and $5.1 billion in, respectively,
mortgage purchase authority and unobligated borrowing author-
ity were carried forward into fiscal year 1978. A like pat-
tern occurred for fiscal year 1978, with balances carried into
fiscal year 1979.

We discussed this continuing rollover with OMB and HUD
officials, and, as a result, the 1981 budget implemented non-
rollover procedures for the account (see OMB comments in
appendix V). The method of recording borrowing authority
for the fund was also revised in the 1981 budget for fiscal
years 1980 and 198l. The new method reportedly puts the
recordings on the netting kasis used in other accounts with
permanent indefinite authority to borrow.

GROSS-BASEDL BORROWING AUTHORITY FOR
THE ACCOUNT'S EMERGENCY PROGRAM

HUD also administers a relatively new (begun in fiscal
year 1975) emergency mortgage purchase assistance program
that was, until the end of fiscal year 1978, part of the SAF
account (see footnote 2/ on page 58). This emergency program
is operated under ‘egislative provisions and budgetary proce-
dures that are, in many key respects, like those affecting
the nonemergency program:

—-There is an indefinite statutory authority to borrow
from Treasury.

--Borrowinc authority recordings for Treasury borrowings
(totaling $12.8 billion) have matched statutory in-
creases in the amount of purchases and commitments
that could be outstanding at any time (ceiling now
at $12.8 billion).

--Borrowing authority is to be permanently lapsed
("redemption of debt") in accordance with the new OMB
policy on nonrollover in programs with indefinite
authority.

Borrowing authority not rolled over

The principal budgetary difference between the SAF emer-
gency and nonemergency programs is that OMB and HUD officials
have not rolled over the emergency program's authority for
making purchases and commitments because of administrative,
or, since 1978, statutory restrictions.
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Administrative restrictions

OMB and HUD officials state that because of the program's
"emergency” origins and rationale, they chose, prior to 1978,
to treat its $12.8 billion statutory ceiling on outstanding
purchases and commitments as a one-time authorization for a
total (gross) of $12.8 billion in purchases and commitments,
As a consequence, after initial purchases and commitments
were made, using up part of the ceiling and recorded borrowing
authority, administering officials did not count liquidations
of those purchases and commitments as actions that recapture,
or restor2 (rollover), old authority for another cycle of pur-
chases and liquidations.

Statutory restrictior

The adm.nistratively-set procedure of nonrollover became
a statutorily-required procedure with enactment of the 1978
HUD appropriation act (see discussion on page 60).

Under the nonrollover procedure for this HUD emergency
program, total purchases will be limited to no more than $12.8
billion, and attendant borrowings from Treasury probably will
be limited to the same total.

However, this ncnrollover policy was not reflected in
actual permanent lapsing of authority in the schedules of
the budgets for fiscal years 1979 and 1980, even though there
were recaptures of authority (sales of portfolio holdings)
and repayments of Treasury on prior year borrowings. This
was changed, however, in the 1981 budget, with entries for
permanent lapsings,

As seen in table 13, borrowing authority recordings
totaled $12.8 billion by 1979, and total (grLoss) borrowings
from the Treasury reached $4.9 billion. There were no perma-
nent lapses ("redemption of debt"™) in fiscal years 1977 and
1978, but a $10.1 billion lapse in 1979.

Borrowing instrument

Borrowings for the emergency program are made as needad,
and are conducted under a single, blanket note with Treasury
that permits up to $4 billion in borrowings outstanding at
any time, and contains other provisions similar to those in
the note for the nonemergency programs (see page 60).
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Table 13

Special Assistance Functions Fund--Emergency Program
Autherity to Borrow from Treasury

(0G0 omitted)

tStatutory
increase in
authorized
ceiling on
outstanding Recorded
Fiscai purchases and borrowing Gross
year commitments authority borrowings
1975 $ 7,750,000 $ 7,750,000 b/ $ 504,680
(7,750,000)* (7,750,000)%** (504,680)**
1976 5,000,000 5,000,000 2,474,150
(12,750,000) (12,750,000) (2,978,830)
TQ - - 401,484
(12,750,000) (12,750,000) (3,380,314)
1977 - - 219,470
(12,750,000} (12,750,000) (3,599,784)
19/8 - - 723,910
(12,750,000) (12,750,000) (4,323,694)
1979 - - 589,040
(12,750,000) (12,750,000) 4/ (4,912,734)

(1) {2) (3)

*Ceilings in parentheses.
**Cumulative in parentheses.

a/Those amounts are treated as "repayments which restore
borrowing authority" in the Department of the Treasury's
Combined Statement of Receipts, Expenditures and Balances
of the United States Government, fiscal years 1975 and
1976. This reflects the Executive position that, from a
legal point of view, repayments do not have the effect of
rolling over authority.
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Gross
borrowings
in excess of

Repayments recorded
of Net borrowings (-) borrow ' g
borrowings a/ or repayments (+) authority
$ - $§ -504,680 $ -
(=) ** (-504,680)** (=) **
(1,415,380) (-1,562,450) (=)
1,023,320 621,836 401,484
(2,439,700) (-940,°14) (=) </
443,770 224,300 219,470
(2,883,470) (-716,314) (-) ¢/
364,117 -359,793 723,910
(3,247,587) (-1,076,107) (=) ¢/
313,747 -275,293 589,040
(3,561,334) (-1,351,400) (=) ¢/

14) (5) (6)
b/Entries reflect revised budget treatment adopted
for the fiscal year 1978 budget.

c/Computed from cumulative amounts in columns (2) and

(3).
d/Amount not adjusted downward in this table to re-

T flect a permanent lapsing ("redemption of debt") of
$10.1 billion in year-end unused authority.
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SUPPLEMENTAL MATERIAL FROM CASE STUDIES OF

PROGRAMS WITH GROSS-BASSD BORROWINGS AUTHORITY

The OMB Examiner's Handbook, section 124, B (June 26,
1975) states the following: '

"The authority to spend debt receipts [i.e., bor-
rowed funds] may bhe * * * limited [by statute] to
the borrowing of specified cumulative amounts (in

which case amounts repaid may not be reborrowed) ;
* * Xk ®

Accordingly, in programs with statutory dollar limits on
cunulative or aggregate borrowings, OMB's usual policy is to
reccrd borrowing authority amounts in the budget to match
the statutory limits on cumulative borrowings, or Increases
therein, and treat the recorded amounts as expressions of the
total {gross) borrowings that may be made. Under this proce-
dure, each borrowing by an agency permanently uses up a por-
tion of it5 borrowing authority, 1/ and repayments are counted
as repayments that do not roll over, or restore, previously
recorded borrowing authority to permit additional borrowings.

The principal budgetary result of this grcssing, nonroll-
over procedure is that borrowing authority recordings fully
cover total (gross) borrowings. Borrowings do not exceed bor-
rowing authority.

GAO case studies of gross-based
borrowing authority

Our case studies of programs with statutory limits on
their cumulative borrowings, and resultant recordings of
gross-based borrowing authority, included the following: 2/

1/In budget records, "undrawn" or "unfinanced"™ borrowing
authority is permanently reduced with each borrowing.

2/The other case study program with gross-based borrowing

~ authority was HUD's emergency mortgage purchase assistance
program, discussed in appendix III because of its anomalous
budget treatment. The emergency program has an indefinite
borrowing authorizatior, which would normally subject it to
the netting, rollover procedure.
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--The Department of Agriculture's (USDA) Rural Electri-

fication "Lcans" programs, borrowings from Treasury
(budget account 12-3197): 1/

--St. Lawre :e Seaway Development Corporation, borrow-
ings fror Treasury (budget account 69-4089);

--The Small Business Administration's (SBA) "Business
Loan and Investment Fund, " borrowings from non-Treasury
sources (budget account 73-4154);

~--The Department of Housing and Urban Affairs' (HUD)
"Special Assistance functions Fund," nonemercency pro-
gram borrowings from non-Treasury sources (budget
account 86-4205); and

--USDA's "“Rural Housing Insurance Fund," borrowings from
non-Treasury sources (budget account 12-4141).

Rural Electrification “*Loans' -~
borrowings from Treasury

OMB recorded borrowing authority for programs in the
"Loans" account that expressed, essentially, authorized gross
porrowings. The basic legislation limited the programs' bor-
rowings to "* * * guch amounts in the aggregate for each fiscal
year * * * as the Congress may from time to time determine to
be necessary * * *" (17 U.S.C. 903} [Emphasis added].

The specific amounts authorized were contained in annual
Department of Agriculture appropriation acts, in the form of
program level authorizations. The following is an example,
from the Department of Agriculture--Related Agencies Appro-
priation Act, 1969:

"For loans in accordance with said Act, and
carrying out the provisions of section 7 thereof,
to be bor.sowed from the Secretary of the Treasury
* * * and to remain availakle without filscal year
limitation * * *, as follows: rural eiectrific-tion
program, $329,000,000, and rural telephone program,
$120,000,000."

The above authorized program level totaled $449 million
($329 plus $120 millicn), and this amount was recorded 1in the
budget as the borrowing authority amount for fiscal year 1969.

1/Became inactive and last appeared in the budget for fiscal
year 1979.
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AS seen in table 14 (columns "1" and "2"), the same basic
procedure was followed in the other years with some minor
variations. 1/

The cumulative amounts in table 14 show that total re-
corded borrowing autherity (column "2") was always somewhat
greater than the level of gross borrowings (column "3"). By
the end of fiscal year 1977, the total o€ borrowing authority
recordings stood at about $11 billion, 2/ while gross borrow-
ings had reached about $9 billion. Repayments on borrowings
(column "4") were treated in executive branch records (USIA,
OMB, and Treasury) as repayments that did not roll over, or
restore, previously recorded authority.

Borrowings (from Treasury) were made as needed with 40-
year notes. Each borrowing was for the sum stated in an
accompanying note, and in some cases was made under a Treasury
Department requirement (authorized by 17 U.S.C. 903) for
semi-annual payments of interest.

St, Lawrence Seaway Development Corporation==
borrowings from Treasury

The borrowing authority recordings for the Government=
owned St. Lawrence Seaway Development Corporation, under
revised enabling legislation and budget treatment, now répre-
sent authorized gross borrowings.

The initial 1954 enabling legislation authorized the
Corporation to have "outstanding at any one time" $105 mil-
lion in borrowings from Treasury (68 Stat 94-35). A
borrowing authority recording of 5105 million existed then,
representing an authorized level of net borrowings. 3/

1/The recordings for fiscal years 1967 and 1973 were less than
the authorized program level because of a decision not to
use a "reserve" part of the 1967 p.ogram authorization* and,
concerning 1973, a decision to cover part of the 1973 prc-
gram authorization with unused 1972 borrowing authority.

2/Total not adjusted downward in the table to reflect certain
transfers out of the account totaling $1.3 million. tee
footnotes b/ and ¢/ in table 14.

3/See the appendix II (p. 49) discussion of the netting proce-
dure used under such statutory authorizations.
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Amendments of 1957 changed the borrowing provision tc
place a statutory limit on cumulative, rather than outstand-
ing, borrowings. The amended section read as follows (33
U.S.C. 985 (a)):

"To finance its activities, the “orporation may
issue revenue bonds payable from corporate revenue
to the Secretary of the Treasury. The total face
value of all bonds so issued shall not be greater
than $140,000,000 * * *."

The original draft of the 1957 amendments would simply
have raised the limit on outstanding borrowings from $105 to
$140 million. The decision to make the $140 million amount
a limit on gross borrowings was explaired as follows by one
Congressman 1in floor debate:

"We changed from the original draft because
* * * when the bill read 'such bonds that are out-
standing at any one time may not be greater than
$140 million' they might pay off a few bonds, and
then 1ssue some more bonds. So we have set the
total up to $140 million * * *, I beliz2ve we have
some protection in this bill, because we have put
in a ceiling of $140 million. Before they exceed
that amount of bonds they must come back and ask
for authority again."

With enactment of the $140 limit on total borrowings,
OMB recorded another $35 million in borrowing authority. The
$10% million initial recording plus the $35 million recording
brought total recorded borrowing authority to $140 million,
representing the authorized ceiling on gross borrowings. As
seen in table 15, gross borrowings of about $134 miliion have
been made under the $140 million in authority. Repayments
have beern treated as repayments that do not roll over
authority. '

The Corporation borrows revenue bonds from Treasury which
carry maturity date agreed upon witn the Secretary of the
Treasury, but which, by statutory limitation, cannot exceed
50 years. By legislative change (Public Law 91-469), borrow-
ings since October 20, 197", have been interest free.

Participation saies borrowings-~-bcrrowings
from non-Treasury sources

For programs in three case study accounts, in fiscal
years 1967 and 1968 there were borrowing authcrity recordings
expressing gross borrowings authorized to be made through
fiscal years 1967-69 sales to non-Treasury sources of
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"participations" in the assets of the programs. The programs
were those in the following accounts:

~-SSA's Business Loan and Investment Fund;

--HUD's Special Assistance Functions Fund, nonemergency
program; and

--USDA's Rural Housing Insurance Fund.

In the 1967-69 participation sales, 1/ agency officials
borrowed by selling to private investors debt instruments
termed "participation chrtificates."” The certificates were
sold in varving denominations, and each one specified the
applicable in-erest rate and repayment terms. The horrowing
agency granted the lendor a "participation®™ in the assets of
the agency, which enteiled an agency pledge to dedicate a
block of its loan portfolio assets as backing for repayment
of the borrowing.

The 1967-69 participation sales were authorized by the
Particirzat.on Sales Act of 1966 (Public Law 89-429) and sub-
sequent ippropriation acts. The 1966 act (sec. 2(b)) con-
tained ttre stipulation that

"Beneficial interests or participations shall not

be issued * * * in an aggregate principal amount
greater than is authorized * * * in an Appropriation
Act. Any such authorization shall remain available
only for the fiscal year for which it was granted
and for the succeeding fiscal year." [Emphasis
added]

The following language from the Department of Housing
and Urbar Development Appropriation Act, 1908 (Public Law
91-121) is an example of an implementing appropriation pro-
vision--in this case, concerning HUD's Special Assistance
Functions Fund:

"The Federal National Mortgage Association, as
trustee, 1s hereby authorized to issue beneficial
interests or participations * * * in not to exceed
the following principal amounts: * * * FNMA special
assistance functions, $250,000,000; * * * provided,
that the foregoing authorizations shall remain aveail-
able until [the end of tiscal year 1969)."

1/0Only the SBA account involved sales in 1969; the sales of
tne HUD and USDA accounts occurred in fiscal years 1967-68.
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The entries in tables 16, 17, and 13, show the 1967 and
1968 recordings of borrow1ng authority for the 1967-69 partic-—
ipation sales borrowings in the three case study accounts.
The yearly recordings (column "2" amounts) matched the yearly
authorized aggregate amounts of participation sales borrowings
(column "1" amounts), and in all three cases, gross borrowings
(i.e., participation sales) did not exceed total recorded
authority. The agencies' repayments on their participation
certificates were treated in executive branch records as re-
payments that did not roll over recorded berrowing authority.

Administrators of the USDA case study account have been
making similar certificate sales in recent years without re-
cording borrowing authority for the transactions. Beginning
with the Department of Agriculture and Related Agencies Approu-
priations Act, 1974, and continued through subsequent legisla-
tion, the Secretary of Agrlculture has been authorized to
raise funds for the programs in this account by selling "cer-
tificates of beneficial uwnership" ("CBOs") similar to the
earlier participation certificates, and to trect such sales
for budget purposes "sales of assets" rather “nan borrowings,
thus requiring no borrowing authority recordings.

The relevant provision from the 1974 appropriation act
reads as rollows:

"Provided, that the Secretary may * * * sell any
notes in the fuvnd [Rural PFonusing Insurance Fund]
or sell certificates of beneficial ownership
there.n * * *, Any sale by the Secretary of
notes or of beneficial ownership therein shail be
treated as a sale of assets for purposes of the
Budget and Accounting Act, 1921, notwithstanding
the fact that the Secretary * * * hold the dett
instruments evidencing the lcars and holds or re-
invests payments thereon for the purchaser or pur-
chasers of the notes or of the certificates of
ownership thereir * * *.," [Emphasis acdded]

Rural Housing Insurance Fund's CBO sales in the fiiscal
year 1975-79 period have all been to the off-~budget Federal
Financing Bank (FFB), and have totaied about 515 billion. 1/

1/GAO has discussed bercre how the off-budget status of the
FFB results in distorted budget tHotals. See "Government
Agency Transactions with the Federal Financing Bank Should
be Included on the Budgcc," U.S. General Accounting Office,
PAD~77-70, Av3y. 3, 1977.
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Administrators of USDA's Rural Electrification and
Telephone Revolving Fund (a case study account discussed in
appendix II) also sell CBOs to the FFB--about $586 million in
funds were raised by such CBO sales in fiscal year 1979 alone.

The 19€7 Precsident's Commission on Budget Concepts con=-
cluded that agency sales of participations in agency assets
should be treated as borrowings rather than sales of assets,
and GAO has concurred with this position on previous occa=-
sions. 1/

1/5ee, for example, "Government Agency Tranca~tion with the
Federal Financing Bank Should be Included on the Budget,"
U.S. General Accounting Office, PAD-77-70, Aug. 3, 1977,
p. 25, and "Legislative Change Needed to Improve Budget
Treatment of Cerctificates of Beneficial Ownership,"” U.S.
General Accounting Oifice, PAD-87=32, April 7, 1980.
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AGENCIES THAT PROVIDED WRITTEN RESPONSES

We asked the case study agencies and the Department of
the Treasury to review the report's dollar amounts and
descriptions, and provide oral or written comments on any
inaccuracies. Also, we asked the Office of Management and
Budget to provide written comments on the report.

Comments were received from all of the agencies. As a
result of the oral comments received, we made some minor
changes ir. the collar amounts and descriptions. These changes
did not affect the conclusions or recommendations of the
report.

The agencies providing written comments arc¢ .he follow~
ing:

--the Office of Management and Buddet;
—--the Department of the Treasury: and

--the Rural Electrification Adm:nistration of the
Department of Agriculture.

The written comments, <nd our responses, are contained
in appendixes VI, VII, and VIII.
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;-g; 3 EXECUTIVE OFFICE OF THE PRESIDENT
\w‘ " OFFICE OF MANAGEMENT AND BUDGET
e WASHINGTON, D.C. 20503
DEC 1 4 1979

Mr. Harry S. Havens

Director, Program Analysis Division
U.S. General Accounting Office
Washingten, D.C. 20543

Dear Harry:

This responds to your request for commernt on GAO's draft
revort, "Current Practices for Recording Budaget Aux -hority 1in
Certain R;volvxng Fund Programs Impair Congressional Budget
Control. Since arrival of the araft report coincides witn
our ennual budget preparation effort, we have not been able
to conduct as comprehensive a review as we might desire.
llowever, our review did reveal significant technical problems
with the report's coverage of the netting, grossing, and
roll-over concepts, which we believe need to be corrected.
The conclusions and recommendations are affecied by these
technical aspects. But because their scope goes beyond the
practices of netting and rollover, they can be considered
apart from t.e other material presented in the report. OQur
comments address first the conclusions and recomsendations of
the report and then some of the technical problens,

GAO Conclusions and Recommendat:®ons

The report asserts that the practice. of nettiny and
rollover of borrowing authority in .certain revoiving fund
loan proygraans hamper Congressicnal bontrol and the ability to
56t rulor;tles by understating cobligational authority based
on worrowing authority and interjecting an elewent of
inconsistency. It concludes tnat there is a neea for tudyet
authority recordings tor revoelving fund loan prograas tiaat
more completely reflect total obligational authority. Two
recoaumendations are made to rewmedy the perceived inadequacy
of disclosure and czontrol by the Congress of revolving fund
activity:

~- that the Director of the Office o! Management and
Budget revise the way the definition of budget
authority is appiied with respect to revolving fund
loan prograins so that budget authority f{or these
prograins is the amount o. gross obligations, or yross
loan obligations, authorized tro be made.
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== that tne Conygress, in reviewing trevolving fund loan
programs, place specific limits on the gross ntiiga -
tions or gross loan obligations authorized to he 1zde,
and require that such limits be treated as the relevant
budget authority aounts.

For a number of reasons, we cannot agree with your first
recommendation. First, we do not agree that our current
practices of calculating borrowing authority are causing
problemns for the Congress, and the report fails tc cite any
specific difficulties that have been noted by the Congress.,
We consult the Budyet and Appropriations Committzes on our
treatment of budget author.ty, and only rarely have they
expressed dissatisfaction with our practices.

[GAO RESPONSE: The report cites several reasons why congres-
sional budgetary control is lessened when budget authority
recordings for revolving fund loar. programs express authorized
net borrowings. Firsr, because net-based recordings of bor-
rowing authority do not disclose the full amount of obliga-
tional authority made availawle through authorized borrowings,
congressional attempts to control cbligational authority by
acting on net~based borrowing authority will control incom-
vletely actual ouligational authocity levels, and result in
buiget totals that provide a distorted picture of the obli-
gational authority provided through borrowing authority

(see p. 22).

Second, the use «f net-based borrowing authority amounts
along with gross-based amounts interjects an elewent of in-
consistency into budget amounts, and complicates the Congres '
task of comparing programs and annually setting budget pric.-
ities. It is difficult for the Congress to set priorities
among programs and achieve the intended results il programs'
funding levels are computed under different rules (s=e
p. 24).

Finally, the rsport notes that net-based borrowing
authority often entails "backdoor cpending”, i.e., expcndi~
tures from budget authority not piovided in appropriation
acts. We concur with the 1974 Congressional Budget Act's
objective of rastricting backdoor spending, «ni reiterate
our position ithat the public interest is best served when
congressional contrc! over Federal activities is vxercised
through periodic reviews and positive action in the appro-
priations process. Ideaily, budget authority should he pro-
vided through appropriations actions (see p. 27).1]
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Second, it is not necessary for the budget schedules to treat
total obligational authority as budget authority for the
Congress to iake decisions on budget totals or priority allo-
cations. We agree that the Congress needs full and accurate
information on obligational authority, and we believe that
the Congress receives full and accurate information now. The
report Jdoes not Jdemonstrate inadequate disclosure of appro-
priate measures of levels of activity. It fails to recognize
that information in the budget appendix schedules for each
tund presents clearly the total magnitude of obligational
authority and obligations actually incurred and permits full
evaluation of each fund's activities.

[GAO RESPONSE: We restate the report's position that congres-
sional budgetary control over revolving fund loan programs
would be enhanced if the programs' recorded budget authority
amoants expressed total obligational authority {for gross
obl:.gations cx gross loan obligations). The Congress' annu§l
pudget resolut. ons set targets or controls orn budget authority
amounts, and such congressional budget actions would have

more consistency"and relation to actual authorized obligaticns
if the affected budget authority amounts express total obliga-
tional authority rather than authorized net borrowinas (see

p. 30}.]

Inird, Congressional control is not necessarily restricted to
actions on budget authority. Tne Congress has demonstrated
many times that it has the ability to control revolving fund
proygrams to whatever degree it wishes to control them. It
enacts program and obligation limitations on individual
programs and funds for which there is no budget authority,
per se. Moreover, by authorizing permanent, indefinite bor-
rowing authority or revolving debt authority for certain
proyrams, the Congress has demonstrated its desire to provide
thicse programs with maximum flexibility and minimum control.

[GAO RESPONSE: Our report notes that in several case study
netting programs, the Congress has chosen to periodically

set loan program obligation limitations (see p. 32). We be-
lieve that this clearly demonstrates that the Congress has
perceived the inadequacy of existing net-based borrowing
authority recordings as budget mechanisms for controlling

the programs. We think that it would be logical and fully
consistent with these and similar congressional limitations
to treat them as budget authority amounts. In the light of
such congressional limitations, we do not agree with the OMB
implication that the Congress continues to demonstrate "% * ®
its desire to provide those programs with maximum flexibility
and minimum control."]
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Fourth, the scope of the recommendation is restricted to loan
programs in revolving funds and would therefore appear to
apply different presentation rules to non-loan revolving
funds. Loans are only one form of activity for which budget-
ary resources are used, There is no sound reason why budget -
ary resources applied to finance obligations for loans should

be defined as a new xind of budget authority. More
importantly, OMB continues to oppose elimination of the
otfsettiny aspect of revolving tunds. Our views or this
subject were provided in response to the GAU report,
"Revolving Funds: Full Disclosure Heeded For Bettor
Congressicnal Control," dated august 30, 1977,

The Congress. in authorizing certain programs tc be fundsd as
a revolving fund rather than through direct appropriations,
has expressed a desire to provide flexibilitv for those
rroyrams. Revolving funds facilitate sontinuous {inancing
that is not disrupted at the end of a given period and peruit
operations to be planned on a continuing wasls. As GAO har
recognized previous.y, the establishment of 2 revolving fund
by the Congress is, in eifect, a permanent authorization for
a progral 0 bs {inanced in whole or in part through the use
of its collections. The Report of ine President's Commission
on Budget Copcepts, tctober 1367, audressed cowme of the
Slatters ralsed in your report and concluded that receipts
ascociated with activities that operata2 as business-type
enterprisces or that are market oriented in character should pe
treated as offsets to the expenditures to which they relate.

{GAO RESPONSE: We restricted our recommendations to revolving
funi loan programs because that kind ~f program was the princi-
pal kiad covered in our case study worl. We agree that there
a‘e other kinds of revolving fund programs with similar bud-
getary concepts and vrocedures, anc we wo.ld have no objection
to an applicatinn as appropriate »f our recommendaticns to
thcse programs. Our report envisages the arplication of our
recommendations to HUD's Special Assistance Function Fund
nonloan programs (=ee p. 35).

We reiterate our earlier repcrt's oppositior to the off-
setting pracrticeg, 75'd note that the re~ommendations in this
current report are fully consistent with the earlier report's
recomendations. The use of offsetting receipts from the
public and net-based borrowirg authcrity are parts of a gen-—
eral netting ap;roach for reveclving funds chat understates
budgetary levels.
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As far as congressional intent to provide flexibility
to revolving fund programs is concerned, two points should be
considered. First, as noted previously, the Congress has
from time to time chosen to restrict somewhat the flexibility
of revolving fund programs hy pericdically setting program
obligations limitations; and, as other OMR commeznts point out
(see p. 92), the President himself has proposed in the budget
for fiscal year 1981 limitation language for accounts with
direct loan and loan guarantee activity. Se~»ud, should the
Conyress decide not to place specific obliga' ons limitaticns
on given revolving fund programs, budgetary procedures for
those programs would still be improved by OMBR implementation
of the first recommendaticn. It would be an improvement in
such cases to make recvordings of budget authority represent
authorized gross obligations or gross loan obligations regard-
less of whether the Congress choonses to pericdically set limits
on su~h obligations for individual accounts and programs. In
these cases, the authorized levels * _uld be those set by the
executive branch under existing permanent authorizations.]

Fifth, the budget authority concept is critical to tne
Presidential and Congressional budget processes. While
udget concepts need to be reevaluated frow time to time to
1irprova their usefulness, we do not ayree that the circuin-
stances described in the report warrant a redefinition of
vudget authority such as you hav~e proposed. The proposed
chanye could have a significant effect on scorekeeping (by
oognrtbe Congress and the Executive Branch) and on accounting
and pudygetary systems. Tnese effects would have *o be as-
sessed thoroughly before sucn a change coulc oe considered
seriously. It does not appear to us that ycur report
evidences that kind of assessment.

[GAO RESPONSE: We do not think that *he changes needed would
be unduly disruptive or costly and therefore, we do not be-
lieve such further study is needed. If OMB wanits to make some
studies anyway, we believe they could be done under the
program-by-program approach we proposed as an option (see

p. 35). We state in the report that we are prepared to work
cceoperatively with the Congress and the executive branch on
the teclinical aspects of implementing the recommendations

(see p. 36), and would support an approach that minimizes

any inconvenience and cost associated with the change.]
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Notwithstanding our objections to the radical change the
report proposes, we belleve that a change in the treatment of
borrowing authority, with statutory limits on outstanding ‘
borrowings (i.e., revelving aebt authority), may be warranted.
Currently, where this type of autiority is authorized, 1t 1s
restored and aaded to the fund's corpus {it.c., "rolled over™)
Lo the extent that actual bLorrowlnygs are repald. while this
treacment ot revolving debt 1s consistent with Conyressional

zvailable without being counted as new budget autnority.
Recognizing this problem, oMB policy, with respect to new
legislation, is to recommend, qererally, that authorizations
for borrowing authority stipulate a limit expressed as a
statutory authorization of ayyregate borrowing ot a specitic
amount limited to anounts contained in appropriation acts,

we would be willing to exploure, along with GAO, Congressional
staff, ard Treasury, the possibility of treating existing
revolving debt authority as a new type of permanent, indefi-
nite borvowing authority with a limitation. Under this
approacn, the amcunt restored in any vear as a result ot debt
repayments would be 1dentified as new sudget authority 1in
that year. The amounts thus shown woula e limited to only
that amount needed to cover necessovv new obligations.

{GAO RESDPONSE: We are glad that OMB shares ovr concerin 2about
the netting procedure in programs operated under statutory
limits on the borrowings that may be outstanding at any one
time, and favors, it seems, essencially a gross-based record-
ing of borrowing authority for such programs (debt repayments
would not roll over borrowing authority). We state in this
report that conversion to gross-based borrowing authority
would be a step in the right direction (see p. 30), and we
therefore would he willing *c explore with OMB and other of-
ficials the aspects of such a change in these cases.

we also think, however, that such a change would be only
a partial solution to the problem of more fully expressing,
in budget authority recordings, the obligational authority
in these programs. Under the change, budget authority record-
ings could still understate the obligational resources of
the program (borrowings, collections, etc.). Furthazrmore,
we do not agree that the change should be confined vo programs
with statutory limits on outstanding borrowings. To make this
change would be confusing, while continuing to use net-based
recordings in programs with indefinite borrowing authoriza-
tions.]
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Your second rocommendation would have longress place llmits
on obligations of revolvinyg tund loan programs and treat the
limits as budyet authority. We fully support the tirst part
of that recommendation. As you know, as part or the Admini-
stration's new crodit control system, the President will
propose, in the 1981 Buaget, limitation language tcr accounts
with direct loan and loan guarantee activity for the budyget
year. Plans for tihils credit control system were announced 1n
the 1980 Budget, OMB C°rcular Ho. A-l1ll requires agencies to
submit naterials for this purpose., With tne cooperation of
the Congress, there will oe full control over these credit
programs to the extent that the law permits. We were
surprisei that the report madc nO jmention ot our etiort to
control lman and loan guarantee programs Or the interest ot
the Budget Committees and the Appropriations Jommittees 1n
controlling these programs through imitations on gross
lending activities. PFor thc safe reasons listed apove, we
Jdisayree witn tne second part Ol your recommendation and do
not believe it is necessary or desirible to treat such liwits
as budget autnority.

[GAO RESPONSE: We are glad that OMB agrees on the neea for
congressional limits on loan programs. in this final report,
we briefly discuss the President's credit control proposals
put forth in the 1981 budget (see p. 32).]

Nettiny, (rossing, and woliover

In certain situations, borrowing authcrity rvecorded in the
budget does not express the full awount oI obilgational
authority available through borrowing, 1.2., total funds
which may be borrowed. The report asserts that this occurs
pecause of two distinct vuGget practices--netting and roll-
over:; in fact, discusslon ot these practices 15 a4 prliary
focus of the report. The report's description of netting and
its effect on recording budget authority 1z somewnat mislead-
ing, and the netting procedure described 1in the report 1s not
consistent with OMB policy on netting.

In many instances, the report treats nettind and roliover
synonymously and fails to recoynize heir dittering 1mplica-
tions for budget presentation and Congressional control,.

Most of the dJdisparity bpetween borrowilny authority yecorded 1n
the buaget and gross borrowlngs from the ireasury is wrongly
attributed to the netting procedure. We acknowledge that
there are instances in which ¢ross borrowliny exceeds total
recorded budget authority but believe vhat, 1n wost cases,
the disparity is the result ot vollover and, as you indlicate,
consistent with Longressional intent.



APPENDIX VI APPENDIX VI

[GAO RESPONSE: The netting procsdures described in the repoit
are the ones that have been followel by agencies, and that
(with the exceptions clearly noved--see pp. 11-12) have been
consistent with OMB policy on netting. The disagresment OMB
has with our technical description of netting apparently stems
from an OMB misunderstanding of the report's technical sec-
tions. This iz discussed below.

The report addresses a basic netting procedure which
may or may not ertail roliover, depending upon the y-~ ¢ and
the program, and makes clear that under the basic netting
procedure borrowings over time can exceed recorded bhorrowing
authority whether or not rolluver is a part of the procedure
(see pp. 9-10). We note that in Agriculture's Rural Electri-
fication and Telephone Revolving Fund, a case study account
using the basic netting procedure without rollover, thes margin
by which recorded borrowing authority exceeds gross borrowings
decreased frcm €:.4 billion at the end of fiscal year 1978
to $§1.0 billion at the end «f fiscal year 1979. As the report
states, it is just a matter of time under current procedures
and trends before aross hwrrowings exceed recorded borrowing
authority (see p. 12-13).]

The repert states that lor certawn revelving fund loan
programs, total borrowings nave exceeded recorded borrowing
authority because the ' udget authority (borrowing authority)
recorded in the budget represents authorized net LOrrowings
rather than authorized yross torrowings, According to thi
report. normal budygetary Tpractice 1s to nave "borrowing
author 'ty recotrdinis essentlally represent levels ot
authorized net borrowings--i.e., LONLOwWings less repayehile
tor programs with indetfinite authorizations or aollar iin.tu-
tions on outstanding porrowiligys. In snort, the report

"

defines net borrowilng autnority as the adiiterence between
gross borrowinyg and repayments., The report lurther states
that for programs with indetfinite vorrowing autn»zxty, trie
amount recorded as new LOTTOWLINY Autnutx~: auesents the
increase in the anount ot authorizea outstanding DOrrowing=s
from the beginning to the end of the year. These staotesent s
are incorrect.

Borrowing authority 1s nobl based on the ditterence Lerwoen
gross borvowlng and repayments in o oyoar.  Actual Dorrawing

15 not a budget neasure and does not Dlgure 1nto tne caloulia-
tion ot budget authnority (borrowing autnority ). Borrvowins
authority, as GAQ's glossary of terms used 1n the budgetay
process states, is the authorily to incur obilidaliorns that
gltimarely will be liguldated by ajency borrowing. Iu the
case of programs with permanent, indefinice borrowing

o]
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authority, the amount of budget authority recorded represents
the amcunt of such new authority needed tc¢ cover obligations
after application ot other resources, i.e., current revenues
and carryover uncobliigated balances.

The netting policy recognized by OMB applies equally to
programs with definite, nonrevolving borrowing authority;
porrowing authority with a statutory limit on outstanding
borrowings (e.q., revolving debt authority)- and permanent,
indefinite borrowing authority. To underst.ad netting, two
other basic OMB policies related to porrowing authority should
re considered:

(1) cash is borrowed only as needed for disbursement
purposes; and

,.‘
[
~—

budget authority (borrowing authority) should be
applied (used) only to tne extent needed to finance
obligations after other available budgetary resources
have been appiied.,

inder OMB's netting policy, if borrowinj occurs in the same
year in which an obligation is incurred ayainst borrowing
autnority and thzat borrowing is repaid in the same year, the
otbligation will be treated in the budget as thougn it were
incurred against revenue and no application of borrowing
authority will be reflected. For programs with definite,
noncevolving borrowing authority, this policy would nut affect
the amount of budget authority recorded, but clearly would

ect the amount remaining availacle (as an unobligated

ance of borrowing authority) at the end of the year.

necessary to recoygnice short-term debt in the budget,

, torrowing and repayment of that borrowing in the same
that an obligation is incurred. This practice facili-

e presentation 1in the budget appendix of a snapshot of tre

aygyreyate effect of transactions occurring over time. While
transactions rerlected in the budget must be supportable
tne accounting records, the program and financing

dule is not an accounting presentation and does not

urport to show all the accounting transactions that occur in

any year.

[GAO RESPONSE: The refort does not say that net-based borrow-
ing authority recordings merely express the difference between
gyross borrowings and repayments. It states that the record-
ings "* * * essentially represent levels of authorized net
borrowings, i.e., borrowings less repayments”" (see p. 4). In
further technical elaboration, the report makes clear that a
recording expressing "authorized net borrowings" represents
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(1) authorized actual net borrowings in the year (borrowings
less repayments) plus (2) authorized future net borrowings
that may be required to cover year-end uncovered obligations

(see pp. 8 and 10).
The report's description of the netting procedure

--is consistent with the net.--based recordings of borrow-
irg authority in the relevant case study programs;

~-was reviewed and accepted as accurate by the relevent
case study agencies:; and

--is consistent with the OMB Examiners' Handbook descrip-
tion of the netting procedure (see p. 329 of this re-
port).

OMB's technical disagreement with us derives from OMB's
current preference for formulating the netting formula in
somewhat different terms from those used in the Examiners'
Handbook and the report. OMB's letter guoted above states
that the authority recorded "* * * represents the amount of
such new authority needed to cover obligations after appli-
cation of other resources, i.e., current revenues and carry-
over urobllgated bulances. This OMB formulation is not
different in essence fram the report's. The same borrowing
authority recordings would be derived from each formulation.]

The report suggests that OMB officials have explained that
netting is applied in recording ®orrowing authority because
this authority relates to programs with market-type
activities, financed through public enterprise revolving funds
and is consistent with the policy of reporting net outlays for
revolving funds. This 1s not the rationale for nettinyg, and
the example of repcrting net outlays in revolving funds is not
a valid comparison. Furthermore, the nettinyg of outlays is
not restricted to revolving fund activities; outlays are
reported net of offsetting collections for all budget
accounts.

[GAO RESPONSE: The draft version of the report included an
explanation (of the netting procedure) pro-ided by an OMB
official during an interview at OMB. This explanation has
been deleted from this final report.]
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We believe that the misunderstanding of our netting policy
may be attributable to information requlrements of Treasury
ang the ditfference between Treasury's accounting treatment of
borrowing cransactions (as reflected in Part Four, Tables 2
and 3 of the Treasury Comoined statement) and OMB's concept
of recoraing budget authority (borrowing authority). For
example, for indefinite borrowing authority, Treasury, in
Tavle No. 2 o2f the Treasury Combined Statement, records as
borrowing authority amounts that are actually borrowed in one
year., OMp records the authority needed to cover obligations.
Treasury also treats repayments of permanent, indefinite
borrowing as a restoration of borrowing authority. OMB does
not. (This 1is discussed in more detail below.) Treasury
calcuiates the et effect of borrowings and repayments that
"restore® (rol:.ver) borrowinag authority to determine the
change in unused authority. They also use the net effect of
borrowings and repayments to determine outstanding porrowings.

[GAO RESPONSE: The GAO report describes a netting procedure
set forth in OMB gqguidance and followed by agency budget of-
fices. The netting concepts “.scribed are not based upon
Treasury's concepts and procedures for reporting borrowings,
ete.]

The draft report seems toO 1ndlcate that agencies may not be
applving nettinyg properly. If this 1s true, we may need to
articilate our policy wore clearly or possibly change the
volicy and require tnat the use of borrowirg suthority be
retlected on a gross vasis. However, we are not prepared to
rake a specific recommendition at this time. The matter
needs to be reviewed further, and we would want to ascertain
tne extent to which short-term borrowing and repayment
actually occurs before recoumending cnange.

we have already stated, we believe that nost of the
\yleu you clte in the report as cases where actual
‘rowings exceed recorded borrowing authority result from
practice of restoring borrowing authority for prograwms
1th statutory limits on outstanding Dorrowlngs when
cpayments are made. OMB policy is to requilre yuantification
»udth authority when there is a reasonable proxy for such
antification. In the case cf revolving debt vcuthority, the
1 amount of budget authority is recorded in the first
r. To the extent that borrowing is repaid, borrowing
hority may be restored (or rolled over) and is available
subsequent cycles of borrowing. This restoration, or
lover, is reflected in the proyram and tinancing schedules
an increase in the uncobligated balance of borrowing
ority in an amount egual to the repayment. No new budget
ocrity is recorded. T
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Repayments should not restore borrowing authority in programs
with pecmanent, indefinite borrowing authority. Our policy
requires that new budget autho'ity be recorded only when
permanent, indefinite borrowi-.g authority is used. Several
years ago, we became aware that some agencies were using
repayments to restore borrowing authority for programs with
permanent, indefinite authorizations and were carrying large
balances of unobligated budget authovrity. As a resulti, OMB
Circular No. A-ll was revised to clarify the policy.

Consistent with OMB Circular No, A-11l, repayments of
borrowing by programs with permanent, indefinite oorrowing
authority should be reflected as a reduction of an acccunt's
fund balances and should be balanced in the budyet appendix
schedules by a "redemption ot debt" entry. (The redemptic . ot
debt entry is also used to withdraw erronecusly recorded
unobligated balances of borrowing authority and to withd:i aw
balances of borrowing authority that do nct revolve wnen
other budgetary resources are substituted. The report's dis-
cussion of the "redemption of debt" (page 14) entry should be
revised to reflect more accurately this usage.)

The report (pages l6 and 17) cites four programs with
permanent, indefinite borrowing authority that have continued
to rollover borrowing authority, despite OMB's policy against
this practice. We have discussed your findings with the
agencies involved, and the treatment of permanent, indefinite
borrowing authority will be corrected in the 1981 Budget

for the Eximbank, the Department of Housing and Urban
Development's s;pecial Assistance Functions Fund, and the
Department of U:fense's Homeowners Assistance Fund. In the
case of the Ruvral Housing Insurance Fund (Departinent of
Agriculture), there is no indication thet repayments are used
to rollover borrowing authority. To the =2xtent that vorrow-
ings are repaid, no new borrowing authority is added to the
unoblijcted balances of borrowing authority. Accordingly, the
appendix schedule in the 1980 Budyet for this account shows no
unobligated balances of borrowing authority. It is our under-
standing that all borrowing authority for this account is
reflected as new budyet authority when reyuired to incur
obligations.,

[GAO RESPONSE: We concur with OMB's statement that they may
have to articulate their new, nonrollover policy more clearly.
Our draft report identified four accounts where OMB's nonroll-
over policy was not being followed (see pp. 11-12), and the
above OMB comments state that corrective actiocns would be
taken in the fiscal year 1981 budget for three of the four
actcounts. OMB suggests that continued rollover has not oc-
curred in the third account (Agriculture's Rural Housing
Insurance Fund).
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-J



APPENDIX VI APPENDIX VI

Our subsequent review of budyet treatments in the 1981
budget shows that fully corrective actions have not been
taken for two of the accounts. Although the Eximbank in
fiscal year 1979 made about $1.5 billion in repayments on
prior year borrowings from non-Treasury sources, there was
no 1981 budget matching redemption of debt entry for 1979
{although redemption is projected for 1981). Similarly,
although officials of Agriculture's Rural Housing Insurance
Fund made 1979 repayments o. $450 million on prior year
Treasury borrowings, the 1981 budget showed no redemption of
debt for 1979. We do not understand why OMB cfficials see no
indication of continued rollover in this account. ./

As for the OMB comment that the report should more
accurately reflect usage of tne "redemption cf debt"™ entry,
we note that the report fully quotes from the relevant OMB
Circular A-11 orovisions (see p. 9 footnote 2/).]

Tnc roport ulso contalns a tabie (page 2J) that adentifies 17
ccounts that represent possible future rollovers., To the
extent that these Jaccounts have permanent, 1lndefinite borrow-
iy aadatiiovity, rollover should not occur, Wwe would recommend
revising the table to indicate which of tne accounts have

vermanent, indefinite porrowing authority.

wWe Lrust tnhat these coments wiil be helutul to you. we

il e glad to work furtner with GAC staff in evaluating and
nsidering proposals to make ne~essary laprovements to the
nformation presented in the buuget,

1
i

W
COI

[

[GAD RESPONSE: The report notes that future rollover would
not occur in any of the 19 accounts entailing indefinite
authorizations and actuzl implementation of OMB's nonrollover
policy for such accounts (see p. 17). It was beyond the scope
of the GAO review to identify which of the 19 accounts (be-
sides the relevant case study accounts) have indefinite

authorizations.]
Sincerely,

Sl I ek

hDale R, McOmber
Assistant Director
for Budgyet Review

1/A possible explanation is that the repayments in question
have been made on the first day of the fiscal year with
borrowings made on the same day, which rolls forward o' 13
debt, with no new borrowing authority becoming availab .
Still, this is a torm of rollover.
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DEPARTMENT OF THE TREASURY

WASHINGTON D C 20220

DEC 2 1979
Dear Mr. Scantlebury:

This is in regard to your letter of November 1, 1979, to Secretary
Miller concwerning GAG's draft -eport to Congress entitled "Current
Practimes - Recording Budget Arthority in Certain Revolving Fun
rrograms |} 1ir Congressianal Budget Control® (PAD~80-26) .

We have reviewwd the proposed iraft which has resultad in the
following clarifying coamments which we belicve you should he aware of:

{1} Tressury is in agreement with the ficures shown in the
report with the following exceptions:

(A) The following pages hawe figures tiat pertain to non-
Treasury borrwwink < and can not be werified by Treasury:

Page 5, 18 {Export-Import Bank Non-Treasury borrowings),
25, 33, 43, 43, 50 (ocl. 6), 61, 62, 63, 65 1/2 (col Y,
69 (col. 2 & 6), 73, 75 (col. ), 81 (col. 1 & 6), 8.
{col. €3, 92, 93, 94 and 96.

(B) The information on page 75 {(col. 2), and 85 (col. 1 & 2)
can not be verified by Treasury with the infarmation
Jiven in thic report,

{C) The following figures are incorrect:

Page 18 - The recorded txrrowing authority for Export-
Inport Bank should be 6.0 not 5.7; HUD Special Assistant
should be 5.6 not 7.9; Rural Electrification and Telcphone
Revolving should be 3.3 not 3.4; and Rural Housing
Insurance Pund should be 2.0 not 3.0,

[GAO RESPONSE: The draft reviewed by Treasuty contained
figures as of the end of fiscal year 1978. 1In this final
report (see p., 13) the amounts have been updated to teflect
any congressional actions and OMB recordings for fiscal year
1979. The figures teviewed by Tteasury were correct, They
were taken from OMB budget documents--the focus of this
teview—--rache: than Treasuty tecoids, and reflect certain
adjustments as detailed in the tables on pp. 45, 52, ard

62 of this report,
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The report contains a relevant discussion on p. 49 of
cthe Eximbank's recordings. The amounts reviewed by Treasury
had been reviewed without disapproval by the administrating
agencies.]

Page 22 - Canmodity Credit Corporation cumlative repay-
ments all years should be $125,567,219 not $125,557,221;

- Rural Electrification and Telephone Revolving Fund
cunulative repayments all years should be $569,575 not
$874,386;

- Total cumlative repeyments all years should be
$234,582,294 not $235,392,107;

[GAO RESPONSE: In this final report, we eliminated from the
relevant table (see p. 16) the cumulative repayments of =zach
account. ]

- mmalﬂaxim;In&raxz!%niBmxuﬁnmsaﬁxurﬂh@
fiscal year 1978 end should be $1,005,718 not $1,005,715;

- Total Barrowings outstanding fiscal year 1978 end
should be $75,237,628 not §75,237,625

[{GAO RESPONSE: This final report's amounts for outstanding
borrowings were corrected to reflect the above Treasury com-=
ment, and updated to incorporate transactions for fiscal year
1979.]

Title - Emergency mortgage purchase assistance should
be Emergency Home Purchase Assistance.

[GAO RESPONSE: The title used in the report (see p. 16 of
this final report) "Emergency Mortgage Purchase Assistance,”
is the title used in OMB and congressional budget and appro-
priations materials.]

Page 25, Table 4 ~ Special Assistance Function
(Emergency) recorded borrowing authority should be
13.1 not 12.8. ’
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[GAO RESPONSE: The recorded borrowing authority total (see

p. 19 of this final report) as of the end of fiscal year 1978,
and 1979, is $12.8 billion. The total is based upon OMB bud-
get document recc+dings adjusted to reflect OMB's revised
budget treatment for the program adopted for the fiscal year
1978 budget, The new treatment made borrowing authority
recordings reflect the full emergency standby authority pro-
vided in legislation. The relevant legislation has provided

a total of $12.8 billion in standby authority.]!

(2) The following citations and charts should be changed:

page 8 - The gross borrowings for FY 1978 (which
were taken fram Table 109, page 402 in the 1978
Statistical Appendix but not noted as such) appear
to be shown incorrectly, as the shading does not
conform to other fiscal years.

11 - The citation in the first paragraph should
be shown as 12 U.5.C. 635d (instead of 12 U.5.C. 635).
Also, the first line of the citation should read:
"...the Export-Import Bank of the United States is
authorized to..." (not the Export- Import Bank cf
wWashington) .

24 - Incorrect citation. 17 U.S.C. 950 should be
changed to 7 U.S.C. 903

page 84 - See camments ror page 24
page 85 - See comments for page 24
page 87 - Reference should read: 68 Stat 94-95

{GAO RESPONSE: The graph, legal citations, and Eximbank

reference have been changea 1n this final report to reflect
Treasury's comments. ]

(3) The report infers that the cwrrent practice of netting and
rolling-~over of borrowing authority in certain revolving
fund loan programs is haapering congressional control on
borrowing authority. However, we can not find any specific
examples in the report nor have we had a response fram the
Congress on this matter.

[GAO RESPONSE: See our first response to OMB's comments on
the report--appendix VI.]
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(4) The report also wants to chaige the method that is used to
compute borrowirg acthority fram the present method to basing
borrowing authority on gross obligational authority. Without
additional explanation as to how this would work, it is
impossible for Treasury tn camment. We feel that the present
method has been working very well and has allowed Treasury
to exercise control over outstanding borrowings as stipulated
by Congress. If the obligational method were used, we don't
feel that Treasury oould exercise the same degree of control
since Treasury does not receive abligational data on an on-

going basis except at year end.

[GAO RESPONSE: The report recommends that "budget authority"
for revolving fund loan programs, not borrowing aathority, be
recorded to match authorized gross obligations or gross loan
obligations. This would in no way impede Treasury's control
over authorized borrowings as stipulated by the Congress.
Treasury would continue to maintain records on agency borrow-
ings repayments, and exercise appropriate control as required
by law.]

We appreciate the opportunity to comment on the draft.

Very truly youfs,
. ~

R A
Paul H, Tayl

Mr. D. L. Scantlebury, Director
Division of Financial and General
Management Studies

United States General Accounting
Office

Washingtnn, D. C. 20548
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UNITED STATES DEPARTMENT OF AGRICULTURE
NURAL ELECTRIFICATION ADMINISTRATION
WASHINGTON,. D.C. 200%

OFFICE OF "£ ADMINIBSTRATOR

NOV 151979

Mr. Henry Eschwege, Director

Community and Economic
Development Livision

U.S5. General Accounting Office

Washington, 0.Z, 20548

Dear Mr. Eschwege:

We nava reviewed the draft vepcrt "Current Practices for Recorling Budget
Authoritv in Ce:tain Revolving Fund Programs Impair Congressioral Budget
Control.”" The following are RRA's crmmentus, both general and sperific,

A major flaw w. rind with tie repert is that it fails to respond or give
credit in any wusy to the "MB Federal Credit Coutrol Program established

in OMB Circular A-11 dated May 25, 1979. The Federul Credit Control
Program was decigned specifically tc overcome any problens of Congreasional
budpet contro} asssciated with credit programs.

[{GAO RESPONSE: In this final report, we briefly discuss the
President's credit ¢nantrol propesals put forth in che 1981
budget (see p. 32).!

The "netting" procedure referred to in many plices within fiis draft report
13 consistent with o#nd is a direct result of the report of ttc Presidenc's
Commissiol on Budget Concerts prepared In dciobor 1967. The follosing
background statement on che difference between Fede:nt lending and spending
programs is a direct quot: from the cormission's report.

Notwithstanding the grart importance of inecluding loans in

any comrrehensive statemen: of Federal Government activities,

there also are importart reasons why loans should be set forth
separately from other expenditures within the budgut totals.

Loans, like other government cxpenl;zures, result in someon:'s
acquiring cash, and the borrowed funds wil! presumably be spent.
However, the borrower has assumed an obligation for subsequer.r
repayment, pluz interest, which distinguishes a loan transaction
from other expenditures. There is s ' tantial consensus among
aconomists about the way in which ... : and expenditures other than
loans affect private spending decisio... There is considerable
consensus, furthermore, as to the effect of these spending
decisions on the economy and how such impact shculd be roughly
ralculated. There is much less agreement, however, on the measure-
ment of how loans and other financial transactions affect tle
economy. (Scoring added)
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The essence of this statement is that loans are different irom direct
expenditures. To present them ia the budget on a gross basis in the budget
authority or outlay totals or in the individual fund arcount s would gﬁnerallv
Tead the Corg;ebs and the public to believe that loans and grants or othev

direct expenditures are synonymous. Obviously, the borrower's obligation
to repay makes loans significantl different frum the acceptance of Federal
funds without such an obligatiow. The "netting' procedure has, since 1967.
been used to reflect this basic difference. We believe that reflecting this
return of funds to the Treasury nust continue; and, therefore, we cannot
apree with the suggestion to eliminate that procedure. See Appendix VI to
PAD 77-25, August 30, L377, copy attached.

[GAO RESEONSE: We reiterate from our earlier report cited
above our position that the budget process is an evolving pro-
cess, ard that, while the recommendations of the President's
167 Commir ziun were valid when they were made, times have
c¢hanged &~d the Congress has demanded a stronger voice in the
budget process (e.g. passage of the Congressional Budget Act
of 1874).

We believe that for the Congress to decide on budget
totals and make priority allocations among functions under
the new budget process, it must have complete information on
the total levels of Federal activities. With full disclosure,
including accounting for amounts in the budget on a gross
basis, the Congress will be better able to use the budget
information in esteblishing aggregate financial targets by
functional category. The budget functions should include
these total amounts.

We note that nothing in this position precludes separate
identification within the budget's totals of amounts pertain-
ing to luan programs. ]

The report appedars to use Budget Authority, Borrowing Authority, an:i/or

Loan Authority as having the same meaning in some instances. GAG's own
publication defining budgetary terms, PAD 77-9, should be useful in reducing
any confusion.

[GAO RESPONSE: The report distinguishes among the terms, and
refers to the cited GAO glossary of budgetary terms for fur-
ther information (see p. 1).]

The proposed report implies that revolving fund arrangements are misleading
to the Congress. All such funds are established by the Congress, and REA's
revolving funds are reviewed on an annual basis by the Congress. Certainly
the Legislative and Appropriations Committees' dealings with REA have not
indicated to REA that they have been mislead.

104



APPENDIX VIII APPENNTX VIII

In establishing the Rural Electrifijcation and Telephone Revolving Fund, the
Congress placed into that account, as assets, all the prior loans made by

REA. By capitalizing the account in this manner, the program was in a

sense made largely self-perpetuating, the precise reason Congress indicated
they had for establishing the account. The Congress further, realizing that
receipts alone would not necessarily fund all future requirements, authorized
the sale of loan assets and, in addition, appropriations to the account to
cover interest subsidies and losses. No additicnal long-term borrowing
authority 1is authorized fcr the account. Therefore, the statements on page 16
relating to lapsing of authority and on page 19 that a longer period of hor-
rowing activity will result in total REA borrowing excaeding recorded borrowing
authority could not possibly be true. Further, any borrowing authority
recorded prior to the 1973 amendments is no longer meaningful and roll-over of
borroving authority does not apply to this account.

[GAO RESPONSE: The report's statemenrts on lapsing (p. 1l of
the finar r-port) and borrowings exceeding recorded borrowing
authority ¢ :t=r ~ period of continued bortowing activity

(p. 13 of the final repott), are correct. As reflected in
the column "2" entries in the relevanr table of this reportc
(p. 46), OMB's budget documents show lapses, termed
"redemption of debt,"” for fiscal years 1977, 1978, and 1979.
Furthermotre, as may be seen in the came table, the margin by
which recotded tortowing authority exceeds gross borrowings
decteased from about $1.4 billion at the end of fiscal year
1978 to about $1 billion at the end of fiscal year 1979.

The recorded borrowing auchority amounts discussed in
the report are mostly, with the exceptions identified (see
footnotes on p. 47), post—1973 amendments tecordings. The
report notes that this is a non-toll over netting account
(see p. 44).]

The Congress has made no appropriations under the borrowing authorization in
Section 3 of the Rural Electrification Act (quoted on page 24 of the proposed
report) since 1973, Instead it has utilized the provisions of Sect® 301-
305 of the Act in controlling the insured elfctric and telephone loan _rograms.

in summary, the Congress does through its appropriation process review the

REA account on an annual basis. We have not in recent vears been told or
instructed by the Congress to report these items on any different basis.

Since 1973 Congress has been approving RZA insured leans on a pross loan
obligation basis pearly consistent with the Federal Credit Controls te be
establish d for the 1981 budget. 1f the Congress chooses, as the 1981 budget
will propose, to extend the current obligational controls te "puarantee
commitments'" or to the Rural Telephone Bank, this will merely bring those
activities under the same kinds of annual limitations that the revclving fund,
used as a case example in this report, has been under for a number of vears.
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[GAO RESPONSE: The Congress' decision to set limits on REA
insured loans on a gross loan obligations basis demonstrates
the importance attached by the Congress to contrciling gross
levels of activity. Our recommendation to treat such author-
ized gross loan obligations as budget authority is a logical
extension of this current congressional approach.]

Apparently the report in its narrow review of four loan revolving funds

does not evaluate the ''netting' process used throughout the budget to reflect
the reduction in budget authority and outlavs for other proprietary receipts
from the public. (See the discussion on pages 28 and 34.) These receipts
must be equally confusing in the Congressional Budget Control procedure.

[GAO RESPONSE: We have addressed in other reports the pro-
blems of using receipts to reduce reported budget authority
and outlays. These include "Revolving Funds: Full Disclo-
sure Needed for Better Congressional Control" (PAD-77-25,
August 30, 1977), and "Federal Budget Outlay Estimates: A
Growing Problem" (PAD-79-20, February 9, 1979).]

Ve appreciate the opportunity afforded us to provide our comments.

Sincerel:,

Rob. T ... FiRAG
Administrator
Attachment
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2@, ’.‘. EXECUTIVE OFFICE OF THE PRESIDENT
NV OFFICE OF MANAGEMENT AND BUDGET
{;f;: WASHINGTON. O C. 10883

MAR 4 1977

Mr. Harry S. Havens

Director, Program Analysis
Division

U.S. General Accounting Office

Washington, D.C. 20548

Dear Harry:

This responds to your request for comment on your draft report:
"Review of Controllability Issues of Revolving Funds". Excent
to observe that the report contains a great deal of valuable
information, our comments relate primarily to the recommenda-
tions contained in the report and the discussion of the

Impoundment Control Act contained in pages 100-104 of the
draft.

We agree that it would be helpful, as your first recommendation N
suggests, if the Congress were to apply specific criteria con-
migstently in determining the appropriate financing mechanism
whenever new programs are enacted. Perhaps your recommendation
should be modified to propose such criteria for consideration
and adoption by the Congress. The Cffice of Management &nd
Budget developed criteria some years ago. We use them in com-
menting on proposed legislation and, insofar as possible, 1in
classifying new revolving funds estabiished by law. In the
case of newly established revolving funds, the Office of
Management and Budget and Treasury reach agreement on the fund
classification most appropriate under the terms of the
authorizing legislation before the Treasury account symbol is
assigned. We are at times hampered by the fact that technical
financial terms frequently are used most imprecisely in the
authorizing legislation.

Your second and third recommendations assume the adoption by
the Congress -f uniform criteria. If the Congress were to
adopt such criteria and put them into effect, there wculd be

no need for the reports to be required under the second recom-
mendation, other than on an exceptions basis. While we would
have no objaction to the reviews required in the third recom-
mendation, iz would appear more appropriate for thre administer-
ing agency of the executive branch to conduct the reviews and
propose appropriate amendments to the authorizing legislation.
However, the requirement for such reviews should not precede

t?o adoption of the criteria mentioned in the first recommenda-
tion.

1/ GAO note 1: The order of recommendations in the final report differs
somewhat from the draft report which went to the agency for comment.
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For a number of reasons, we cannot agtee with your fourth
recommendation. First, our present system of accounting and
budgeting for public enterprise funds conforms to the precepts
laid down by the President's Commission on Budget Concepts:

your recommendations do not. The point here is that the con-
cepts established by the Commission created an integrated system
with respect to grossing and netting. Your fourth recommenda-
tion ignores the interrelationships that must be considered if
the Commission's concepts are to be changed.

Second, we do not agree *~hat it is necessary for the budget
summary information to disclose the gross accounting for col-
lections and cutlays in order for the Congress to consider the
transactions of pubiic enterprise funds in deciding on budget
totals or making priority allocations among functions. Informa-
tion on gross collections and disbursements is provided for
every public enterprise revolving fund.

Third, and more important, we do not agree that it is appro-
priate for gross collections and outlays to be used as the
basis for making priority allocations among functions. Such

a recommendation assumes that the collections of public enter-
prise funds are transferable among functions on a continuing
basis and are essentially unrelated to the outlays of the
funds, but--by definition--they are not.

Fourth, we do not agree that such a change would not affect

the current appropriations process or agency accounting for the
individual accounts. Currentlv, collections by revoelving funds
ar+ recorded as neqgative outlays, and balances are reported on
a net basis (e.g., in the Treasury Combined Statement). Our
budget presentation system uses the actual year data (on a net
basis) from the accounting system as a base. The intent of
your recommendation relative to budget totals is unclear. If
the intent is that transactions will continue to be recorded

in the accounts on a net basis, as at present, but that amounts
will be shown in the budget schedules on a gross basis, then
the relationship of the budjet schedules to the accounting
records would be confused. If on the other hand, it is intended
that the budget totals in:lude the transactions of the public
enterprise funds on a gross basis, then serious guestions are
raised concerning the effect of the revised concept on the
meaning of the budget totals. These questions are not dis-
cussed in the report.

Fifth, your recommendation appl.es only to public enterprise
funds and would, therefore, appear to apply different accounting
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and budget presentation rules tc public enterprise funds from
those for intra-governmental revolving funds. We doubt
seriously the nerit of having such a difference. If your
recommendation were to be adopted, it would have far-reaching
consequences for our accounting and budgeting systems and would
have to be carefully worked out with Treasury and the Office of
Management and Budget.

[See GAO note 2. page 147 .}

More generally with regard to the draft report, we do nct
understand the basis for a number of statements containred in
it. For example, we do not understand the inference of wide-
spread accrunt misclassification when the report specifically
states thait no individual accounts were studied on an in=-depth
basis. Of course, mistakes are made in classifying accounts,
and sometimes the activities carried on within an account
change over time and inv.lidate a previously correct classifica-
tion. We correct errors when we learn of them. Your report
contains inferences of widespread errors but evidence of only
a few, some of which were being corrected before the General
Accounting Office made its study.

[See GAO note 2. page 147.]

We do not agree that congressional control over a program is
necessarily weakened when that program is financed by a
revolving fund. 1Indeed, your report ~ontains ample evidence
that the Congress can and does control the activities of
revolving funds wnen 1t chooses to do so. Basically, the
Congress chooses betwecn generic control through authorizing
specific types of automatic or semi-automatic operations and
gpecific control through annual appropriations action including
the establishment of a limitation on operations by a revolving
fund. But there is control and accountability in either case.

The report's discussion of the effect on budget deficits of net
outlay charnges of public enterprise funds is misleading. It
implies that the $4.2 billion increase in 1975 r ot outlays,
from the 1975 budget estimate to actual disbursement, occurred
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without congressional approval. Of this amount, $3.2 billion

{s the direct vesult of -~ongressional action: $2.0 billion
from the Government Nat:onal Mortgage Association special
assistance market operations that complied with the will of
Congress tc spend more on housing, and $1.2 billion from the
Paderal Home Loan Bank Board tandem plan spending appropriated
by Congress. Further, it must be recognized that the impact

of those changes upon the budget d:ficit would have been no
different it the transactions har been stated on a gross basis,
and that Congress can control the level of accivity of the

fund if it desires to do sc. Moreover, the charge that account-
ing for revolving funds on a net outlay basis "is misleading

and understates the true magnitude of Government activities 3s
well as the impact of individual revolving furd programs” 1s not
substantiated--and 1s inconsistent with both the recommenda-
tions of the President's Commission on Budget Concepts and the
widely accepted methnds used to measure economic activity,

e.g., in the gross national income and product accounts.

The draft report discusses some of the relat:irnships betweer
revolving funds and the Impoundment Contrel Act (pp. 100-13G4}.

[See GAU note 2. page 147.]

We believe that the following statements (related to the Imoound-
ment Control Act) are not supporiad by the draft:

[See GAC note 2., page 147.}

*GAO has held in several instances
that the President has failed to report impoundments of re-
volving fund budget authority." (page 103) Two examples are
used in the draft to illustrate *inconsistent®” Executive Branch
compliance. They involve: (1) reserved funds for a program
that was discontinued in January, 1973, and (2) funds that the
agency involved (HUD) has not considered to be budget authority.
According to a ruling of the Attorney General, the funds
referred to in the first case are not subject to the Act, since
the reserve action was taken before the Impoundment Control Act
became law. In the second case, GAO itself concluded in a letter
of December 23, 1976, (B-115398) that "there no longer exists
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an impoundment of section 236 reserve funds...® This informa-
tion should be included in the report; otherwise, the draft
gives the impression that GAD still believes that a withholding
exists that constitutes an "unreported rescission.”™ Alterna-
tively, the two statements quoted above and the discussion of
them might be dropped from the report.

Reporting the activities of revolving funds under the Impour 3-
ment Control Act reguires the application of more judgment
than does reporting in most other areas. The very nature of
revolving funds makes reporting requirements under the Impound=-
ment Control Act a little more ambiguous for them because, as
the GAO report states: [See GAO note 2. page 147.!

for some revolving
funds, there is noc clear Statement of congressional intent
about the appropriate level of financial activity. Unfortun-
ately, your draft report makes no recommendations that would
heip to clarify this ambiguity.

We suggest that a conclusion be added to this section of the
report, either (l) suggesting improvements, or (2] reemphas:zing
the special nature of reporting of revolving funds under the
Impoundment Control Act.

1 trust that these comments will be helpful toc you. Office
of Management and Budoet staff will be glad to work with the
General Accounting Cffice and with Treasury in evaluating

our current system for budgeting and accounting for revolving
funds and considering ary necessary improvements 1in them.

Sincerely,

Date R e Qaeber

. =
Dale R. McOmber ‘fntgéiti

Assistant Director
for Budget Review

GAQ note 2: Deleted comments refer to material contained in the draft report
which has been revised or which has not been included in the final report.
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